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POSTAL SERVICE AMENDMENTS ACT OF 1978 



WEDNESDAY, AUGUST 2, 1978 

U.S. Senate, 
Committee on Commerce, 
Science, and Transportation, 
Subcommittee on Commitnications, 

Washington, D.C. 
The subcommittee met at 10:10 a.m. in room 235, Russell Senate 
Office Building, Hon. Harrison Schmitt, presiding. 

OPENING STATEMENT BT SENATOB SCHMITT 

Senator Schmitt. The hearing will come to order. 

It's safe to say that the Postal System in one way or another is in 
trouble. It operates at a loss with service complaints increasing every 
day. It is the cause of a major proportion of the mail Senators and 
Representatives receive which complains about Government services 
and Government waste. The daily news reports bring evidence of fresh 
troubles which are familiar to all of us. All of this at a time of tech- 
nological explosion in communications technology; all of this at a time 
when the private sector seems ready, willing and able to gradually 
assume responsibilities for most if not all commimications services if 
Congress can provide a proper legislative framework, where there is a 
proper mix of refereed competition and regulated monopoly. The 
technological barriers between transmission of voice, data, mail, and 

Shone that existed when the 1934 Commimications Act became law 
ave disappeared with the advent of the space age. SateUites, micro- 
wave systems, light tubes, computers, microelectronics, digital 
techniques, television, and many other technological marvels of this 
century have created a new communications base for our civilization. 

Our hearing today must be in the context of this environment and 
in the context of this new environment Congress must soon provide an 
entirely new framework for communications services, including mail, 
an environment in which technological barriers have disappeared 
and in which the potential for future services is beyond our imagina- 
tion. 

Today the Communications Subcommittee considers S. 3229, the 
Postal Service Amendments Act of 1978. Our consideration, however, 
is limited to those provisions of the bill which concern electronic 
message systems commoiJy referred to as ESM. Section 10 of the biU, 
entitled 'The Mail and Commimications" establishes a seven mem- 
ber task force appointed by the President primarily to study and make 
recommendations about the development and appUcation of new 
technologies to mail and other Postal Service operations. Section 4, 

(1) 
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which we will consider peripherally, requires the Postal Service to 
undertake a comprehensive program of research and development in 
connection with improved methods of Postal Service, mcluding 
electronic mail. 

All of us are well aware of the problems the Postal Service has 
encountered in recent years. Fortunately, we are not called upon to 
solve all these problems today, although one day we must solve 
them. However, the questions that we address are fundamental to 
public interest. 

I hope that we can explore such issues as whether the Postal Service 
should own and operate a complete electronic message system; who 
would regulate such a syst^n; whether a postal monopoly rather than 
private sector competition should provide electronic message faciUties 
and services. Most importantly, we must consider how "mail" services 
shpuld be viewed in relation to all other modem communications serv- 
ices, the boundaries between which are becoming ever more diffuse. 

Our answers to these questions m^y shape the future not only of our 
mail service but may well impact broadly on other methods of deliver- 
ing communications. 

[The bill £alows:l 
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•05th congress 
2d Session 



S. 3229 



IN THE SENATE OF THE UNITED STATES 

June 23 (legislative day, May 17), 1978 

Mr. Glenn (for himself, Mr. Stevens, and Mr. Javits) introduced the follow- 
ing bill ; which was read twice and referred jointly to the Committees on 
Governmental Affairs and Commerce, Science, and Transportation, with 
instructions that the Committee on Commerce, Science, and Transportation 
consideration be limited to section 10, and that when the Committee on 
Governmental Affairs orders the bill reported, the Committee on Com- 
merce, Science, and Transportation must report 



A BILL 

To amend title 39 of the Uuitcd States Oode to improve the 
organizational structure of the United States Postal Service, 
to provide authorization for funds to maintain the public 
service functions of the United States Postal Service, to pro- 
vide a reduced ra^e for certain individuals, and for other 
purposes. 

1 Be it enacted by the Senate and House of BepresenUxr 

^ tives of the United States of America in Congress assembled^ 

3 That this Act may be cited as the "Postal Service Amend- 

4 ments Actof 1978" 

IJ 
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^ KEDUCED KATES FOR INDIVIDUALS 

2 Sec. 2. (a) (1) Subchapter II of chapter 36 of title 39^ 

3 United States Code, is amended by adding at the end thereof 

4 the following new section : 

5 "§ 3629. Reduced rate for certain mail matter of individ^ 
g uals 

7 " (a) Notwithstanding the provisions of this subchapter 

8 or of subchapter III of this chapter, the rate of postage 

9 established under such subchapters for qualified mail matter 

10 (as defined in subsection (d) 'of this section) shall be es- 

11 tablished in accordance w^ith subsection (b) of this section. 

12 '* (b) If the rates for the class of mail that is main- 

13 tained under section 3623 (d) of this title for the trans- 

14 mission of ordinary letters sealed against inspection are 

15 adjusted under subchapter II or subchapter III of this 

16 chapter after the date of enactment of this section and be- 

17 fore October 1, 1982, so as to exceed 15 cents for the 

18 first ounce and 13 cents for each additional ounce or fraction 

19 of an ounce, the Postal Service shall establish a classifica- 

20 tion for qualified mail matter (as defined in subsection (d) 

21 of this section) and shall establish the rates for such classifi- 

22 cation at 15 cents for the first ounce and 13 cents for each 

23 additional ounce or fraction of an ounce. 

24 ''(c) (1) Except as authorized by this section, no 
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1 person shall mail any matter at the rates prescribed pur- 

2 suant to subsection (b) of this section. 

3 "(2) Any person who violates paragraph (1) shall be 

4 subject to a civil penalty not to exceed $500 for each 

5 violation. 

6 "(3) The Postal Service shall have authority to assess 

7 a civil penalty under paragraph (2). The Postal Service 

8 shall provide any person alleged to have violated paragraph 

9 (1) with written notice of the decision to impose a civil 

10 penalty and the charges upon which such penalty is based. 

11 The Postal Sei-vice may, and upon timely request by the 

12 person alleged to have violated paragraph (1) shall, order 

13 a hearing on the charges pursuant to sections 554 and 555 

14 of title 5. 

15 " (4) The decision of the Postal Service to impose a 

16 civil penalty, whether or not pursuant to a hearing under 

17 paragraph (3), shall be final and conclusive unless it is 

18 appealed to any court of appeals of the United States within 

19 15 days after service of the decision upon the person. The 

20 court to which it is appealed shall have jurisdiction to 

21 review the decision in accordance with section 706 of title 

22 5, and chapter 158 and section 2112 of title 28, except that 

23 the facts underlying a decision to impose a civil penalty 

24 shall not be subject to trial de novo by the court. Issues 
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^ which became final and conclusive because no appeal was 

2 taken to a court of appeals, and issues which were raised or 

3 might have been raised in a court of appeals, may not be 

4 raised as a defense to a suit by the Postal Service for col- 

5 lection of a civil penalty. 

g "(d) For purposes of this section, the term ^qualified 

If mail matter' means domestic letter mait^ 

g "(1) of the class that is maintained under section 

9 3623(d) of this title for the transmission of ordinary 

10 letters sealed against inspection ; 

11 "(2)"pi-epared in accordance with such reasonable 
12^ mail preparation requirements as the Postd Service may 
1^ prescribe by regulation ; and 

14 "(3) sent by an individual. 

15 For pui-poses of this subsection, the term 'individuar does 

16 not include a corporation, company, business, association^ 
Vt partnership, pirofessional entity, proprietorship, institution, 

18 or governmental unit or any similar entity.''. 

19 (2) The table of sections for subchapter II of chapter 

20 36 of title 39, United States Code, is amended by adding at 

21 the end thereof the fdlowing new item : 

"3629. Reduced rate for certain mail matter of individuals.". 

22 (b) (1) Section 2401(b) of! title 39, United States 

23 Code, as amended by this Act, is amended by striking out 

24 "and 3G26" and inserting in lieu thereof "3626, and 3G29'\ 
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1 (2) Section 8627 of tide 39, United States Code, is 

2 amended by striking out "or 3626'* and inserting in lieu 

3 thereof "3626, or 3629". 

4 ORGANIZATION* OP THE POSTAL SEI^'ICB 

5 Sec. 3. (a) Section 202 (a) of title 39, United States 

6 Code, is amended by striking out the third sentence and 

7 hiserting in lieu thereof the following: "The President shall 

8 from time to time desigirate one of the members of the Board 

9 to serve as Cliairman.". 

10 (b) (1) Sc^ction 206 of title 39, United States Code, is 

11 amended to rcad as follows : 

12 ''§ 206. Specific duties of the Board of Governors 

13 "(a) The Board shall— 

14 "(1) prescribe such rules and regulations as the 

15 Board finds necessary to insure that the Postal Service — 

16 " (A) adopts (after consideration of the recom- 

17 mendations of the Postal Eate Commission under 

18 section 9 of the Postal Service Amendments Act 

19 of 1978) a system of accounts for the identification 

20 of costs, und 

21 "(B) makes, keeps, and preser\'es such other 

22 accounts, records of cost-accounting procedures, cor- 

23 respondence, memoranda, papers,, books, studies, 

24 and other records as appropriate for the carrying out 

25 of tlie functions of the Postal Service under tliis title j 
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2 ''(2) require the accounts of the Postal Service to 

2 conforai to generally accepted accounting principles and 

3 insure the adequacy of any audit conducted under sub- 

4 section (b), (d),or (e) of section 2008 of this title ; 

5 "(3) make available to the public following the 

6 close of each fiscal year information,, in a manner readily 

7 understandable to the public, relating to the revenues 

8 received and costs incurred in connection with each. 

9 class and subclass of mail and type of mail service (in- 

10 eluding information on flie effects, if any, resulting from 

11 the application of section 3622(b) (2) (B) of this 

12 title) ; > 

13 "(4) insure the adequacy of the Postal Service's 

14 audit and analysis of service performance for each 

15 class and subclass of mail and type of mail service ; 

16 '' (5) review the consumer functions of the Postal 

17 Service to insure that — 

18 "(A) the interests of the general public in 

19 ' postal operations are adequately represented, and 

20 "(B) complaints and inquiries received from 

21 ' the general public are satisfactorily investigated, 

22 resolved, and responded to within a reasonable 

23 period of time; 

24 "(6) direct the Postal Service in the development 
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■j of comprehensive and long-range planning strategies for 

2 providing postal services ; 

3 "(7) insure the coordination of the policies and 
^ programs of the Postal Service, including research into, 
5 and development and implementation of, new tech- 
Q nologies in postal operations, with other agencies of the 
rj Government and persons outside of the Government; and 
3 "i "(8) monitor activities within and outside of the 
9 Government which may affect the Postal Service and 

IQ its role. 

11 " (b) (1) The Chairman may appoint such personnel as 

12 niay be necessaiy to cany out the provisions of this sectioa 
l^ and the responsibilities of the Governors under this title. 

14 Such personnel shall be employed under the Board but may 

15 serve in the headquarters of the Postal Service in tlie District 

16 of Columbia or in offices of the Postal Service in each of the 

17 Postal Service regions. 

18 *' (2) Any officer or employee appointed under parar 

19 graph (1) shall be paid at rates of compensation, and shall 

20 be entitled to programs offering employees' benefits, estab- 

21 lished under chapter 10 or chapter 12 of this title, as 

22 appropriate.". 

23 (2) The table of sections for chapter 2 of title 39, 

24 United States Code, is amended by striking out the item re- 
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1 la ting to section 206 and inserting in lieu thereof the folio w* 

2 ing new item : 

"206. Specific duties of the Board of Governors.". 

3 APPBOPRIATIONS AND ANNUAL REPOKT 

4 Sec. 4. (a) Section 2401 of title 39, United States Code, 

5 is aniended to read as follows : 
S "§ 2401. Appropriatians 

7 ''(a) There are appropriated to the Postal Service all 

S revenues received by the Postal Sei'vice. 

9 "(b) There are authorized to be appropriated to the 

JO Postal Service each year a sum determined by the Postal 

11 Service to be equal to the difference between the revenues 

12 the Postal Service would have received if sections 3217, 

13 3403^3405, aad 3626 of this title and the Federal Voting 
14. Assistance Act of 1955 had not been enacted and the esti- 
15 mated revenues to be received on mail carried under such 
1^ sections and such Act. 

1'^ ''(c) (1) As reimbursement to the Postal Service for 

^8 costs incurred by it in the establishment and maintenance as a. 

19 public service of a comprehensive nationwide system for the 

20 regular and effective delivery of mail matter, and in recogni- 

21 tion of the value of such system to the Nation and the public^ 

22 there are authorized to be appropjiated to the Postal Service 

23 for each of the fiscal, years ending September 30, 1979, 

24 through September 30, 1982, the sum of $920,000,000^ 
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1 " (2) III any fisciil year for which funds authorized lin- 

2 der paragraph (1) are appropriated, the Postal ^rvice 

3 shall expend part of such funds |in such amounts as it de- 

4 tcrmines necessary) to carry out a comprehensive program 

5 of research and development in connection with improved 

6 methods of postal service inclu-ding, hut not limited to, meth- 

7 ods of electronically sending and delivering letters and oth- 

8 er mail matter. 

"(d) The Postal Service, in suhmitting any hudget 

10 which includes requests for the appropriation of funds au- 

11 thorized under suhsection (c) of this section, shall include 

12 with such hudget a report detailing hy function — 

13 "(1) the expenditure of funds appropriated under 

14 suhsection (c) of this section during the immediately 

15 preceding fiscal year, and 

16 "(2) the proposed expenditure of funds during the 

17 fiscal j'car for which appropriations are requested. 

18 "(c) (1) The Postal Service shall present to the Com- 

19 mittee on Governmental Aflfairs of the Senate, the Commit- 

20 tee on Post Office and Civil Service of the House of Repre- 

21 sentatives, and the Committee on Appropriations of each 

22 House of Congress, at the same time it suhmits its annual 

23 hudget under secti<m 2009 of this title, sufficient copies of 
2^ the Inidget of the Postal Service for the fiscal year for which 

S. 3229 2 
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1 funds are requested to be appropriated, and a comprehensive 

2 statement relating to-^ 

3 " (A) the plans, policies, and procedures of the 

4 Postal Service designed to comply with all the provi- 

5 sions of section 101 of this title; 

6 ''(1^) Jts plans, including contingency plans, for 

7 the period covering the fiscal year for which appro- 
S • priations are requested and the next 2 fiscal years for — 
9 "(i) reductions in service on a nationwide or 

10 substantially nationwide basis, 

11 "(ii) capital improvement progi-ams or proj- 
•i ects with an estimated cost of $20,000,000 or 

33 more, 

14 " (iii) borrowing under the authority of section 

15 2005 of this title, 

16 " (iv) estiiblishing, consolidating, or discon- 
37. tinning post offices or postal facilities, 

38 " (v) personnel levels, and 

19 "(vi). requesting changes in the rates or fees 

20 . charged for the various classes and subclasses of 

21 mail and types of mail services ; 

22 "(C) postal operations generally, including data 

23 on the speed and reliability of service provided for 
21 the various classes and subclasses of mail- and types 
25 of mail service (whether by physical or electronic 

Digitized by VjOOQIC 
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1 means), mail volume, productivity, trends in postal 

2 operations, and analyses of the Impact of internal and 

3 external factors upon the Postal Service; 

4 *'(])) a listing of the total expenditures and oblio-a- 

5 tions incnrred by (he Postal Service for the most recent 
G fiscal year for which information is available, an estimate 
V of tlie total expenditures and obligations to be incurred 
S by the Postal Service during the fiscal year for whiuh 
9 funds are recjuested to be appropriated and, to the extent 

10 practicable, during the next two fiscal years, and the 

11 means by which these estimated cxj><>uses will be 

12 financed; 

13 ** (E) actions taken to carry out the duties of the 
li P>oard under section 206 of this title; and 

15 "(1?) such other matlei*s as the committees may 

16 determine necessary to insure that the Congress is fully 

17 and currently consulted and informed on postal opera- 

18 tions, plans, and policies. 

19 "(2) (A) The Postal Service shall prepare a plan for 

20 establishing a researdi and development program for which 

21 amounts are required to be expended under subsection (c). 

22 (2) . Such plan shall be submitted aiot later than January 15, 

23 1979, to the Committee on Governmental Affairs of the 

24 Senate and the Committee on Post Office and Civil Service 

25 of the House of Representatives. 

84-911—7 
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1 "(B) The Postal Service .shall after the close of each 

2 fiscal year for which funds are expended to carry out the 

3 research and development progmni established under su))- 

4 paragraph [A) submit to such committees a report on the 

5 activities conducted under such program during such year. 

6 *' (f ) The failui-e of the President to request the appro- 

7 priation of any part of the funds authorized by this section 

8 may not be deemed to be a failure of appropriations. 

9 '* (g) The rates established under chapter 36 of this 

10 title for zone-rated parcels fonnerly., entered under former 

11 chapter 67 of this title shall not be more than 10 percent 

12 less than the rates for such mail would be if the funds author- 

13 ized under subsection (c) (1) of this section were not 

14 appropriated.". 

15 (b) Section 2008 of ^title 39, Unit^ States Code, is 
IQ amended by stiiking out subsection (f). 

yj POSTAL BATE COMMISSION 

18 iSec. 5. (a) The third sentence of section 3601 (a) of 

19 title 39, United States Code, is amended to i\?ad as follows: 

20 **^he Commissioner shall be chosen on the basis of their pi-o- 

21 fcssional qualifications or demonstrated knowledge in postal 

22 affairs, communications, law, economics, engineering, ac- 

23 counting, finance, or regulatory affairs (including rate 

24 setting) . A CommiJ5sioner may be remo\Td by the President 

25 only for cause.". 
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^r-'Jih) (i)'^Seclfon '8604 (i) of titfe ^9, Unrfed States 

^ 2 " (^de, is toiended ta read as fo^ 

3 "(d) There ure aathorized to be nppropriatcd to the 

4 Cormnrssioii such snms as may be hecessaiy to carry out its 

5 functions/'. 

6 (2) The second sentence of section 3604 (c) of title 30, 

7 United States Code, is amended to read as follows : "For pur- 

8 poses of title 5, any individual api)ointed under this section 

9 shall be treated as an officer or employee within the meaning 

10 of sections 2104 and 2105 of title 5, except that such iiklt- 

11 vidual may be appointed without regai*d to the provisions- of 

12 title 5 governing appointments in the competitive service mul 

13 may be paid without regard !o the provisions of chapter 51 or 

14 suljchapter III of chapter 55 of title 5, relating to classifica-^ 

15 tion and General Scliedivte pay rak?s.". 

16 (3) Section nG04{e) of title 39, United States Code, 

17 is amended by adding at the end thereof the following new 

18 sentence: '*Howe%'er, the Commission is subject to the 

19 Budget tod Ad^omiting Act, 1921 (31 U.S.C. l)/\ 

20 PERMANENT RATES ANB CL^VSSES OF MAIL 

21 Sec. 6. (a) Section :J622 of title 59, United States 

22 Code, k jinieiided t^ read as follows : 

23 '^ 3622. Rates n<^ fe» 

24 * *M«^> ii) Bram'fiwie-K^ ttiilo. the Fostat Service sfcall 
i25 peqtiM ilieiipQ^tWt llat&^^CoiBfiii«iioii'^^ m^ 
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1 mended decision on clianges in a rate or rates of posfagH^tiP 

2 in a fee or fees for postal services if the Postal Servidft 

3 determines that such changes would be in the puhlie interest 

4 and in accordance with the policies of this title. The Postal 

5 Service may submit such suggestions for: rate adjustments 

6 as it deems suitable. 

7 ''(2) The Postal Service shall, at the same time as a 

8 request is made under paragraph (1), submit to each coni- 

9 mittee referred to in section 2401(e) (1) of this title a 

10 copy of such request and accompanying data witli respect 

11 to the revenue need which prompted such request. 

12 "(b) (1) Upon receiving a request, the Commission 

13 shall make a recommended decision on the request for 

14 change in rates or fees in each class or subclass of mail or 

15 type of mail service in accordance with the policies of this 

16 title and the requirements of paragraphs (2) and (3) of tliis 

17 subsection. 

18 " (2) (A) Each class or subclass of mail or type of mail 

19 service shall bear the postal costs fliat are attributable to 

20 that class, subclass, or type. 

21 "(B) Por the purposes of establishing attributable costs 

22 under subparagraph (A) in connection Avith a recommended 

23 decision on any request submitted by the Postal Service 

24 under this section after the date of the enactment of tlie 

25 Postal Service Axnendm^ots Act of 1978 and before Sept^oi^ 
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1 ber SO, 1983, if thb Commission detormines that attribut- 

2 able costs cxccccl 00 percent of the total estimated costs, the 

3 attributable costs of each class, subclass, or type shall be re- 

4 duced to an amount that is detennined by multiplying the 

5 attril)utablc costs of that class, subclass, or type by a fraction 

6 whose numerator is 60 and denominator is a whole number 

7 equal to the percentage of total estimated costs determined to 

8 be attributable. 

9 "(3) Costs not attributed under paragraph (2) of tliis 
10 sul)section shall be apportioned among each class or sub- 
n class of mail or type of mail service in accordance with the 
12 following factors : 

i:^ " (A) the establishment and maintenance of a fair 

14 and equitable schedule; 

15 "(B) the relative demand for each such class, sub- 

16 class, or type; 

17 " (C) the value of the mail service actually provided 

18 each such class, subclass, or type to both the sender and 

19 the recipient, including hut not limited to the collection, 

20 mode of transportation, and priority of delivery ; 

21 "(D) the effect of rate increases upon the general 

22 public, business mail users, tind enterprises in the pri- 

23 vate sector of the economy engaged in the delivery of 

24 mail matter other tlian letters; : 

25^^ . ' * "(K) 'tlia avaiUvblcLaUernative. means. of sending 
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1 and receiving letters ami «otlier mail matter -at reasonr 

2 a,ble costs; • * 

3 *' (I') the degree of preparation of mail for deliveiy 

4 into the postal system performed by the mailer and 

5 its effect upon reducing costs to the Postal Sei*vice; 

6 " (6) simplicity of structure for the entire schedule 

7 of, and simple, identifiable relationships between, the 

8 rates or fees charged each such class, subclass, or type; 

9 'M^n *^i^ educational, cultural, scientific, and in- 

10 formational value to the recipient of mail matter; and 

11 " (I) isuch other factors as the Commission deems 

12 appropriate.". 

13 (b) (1) Section 3626(a) (2) of title .39, United States 
14. Code, is amended to read as follows : 

15 "(2) the rates for mail matter under former sec- 

16 tions 4359, 4421, 4422, and 4554(a) shall be. equal, 

17 on and after the first day of the eighth year following 

18 -the effective date of the first rate decision applicable 

19 to that class or kind, to the rates which would have 

20 been in effect for such mail if this subsection had not 

21 been enacted, except that the revenues received from 

22 rates for not more than 250,<X)O pieces of each issue of 

23 fi publication under former sections 4359, 4421, and 

24 4422 which are subject to the highest per piece rate 

25 applicable to such class or kind shall not, on and after 
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1 the first day of the eighth year following the effective 

2 date of the first rate decision applicable to that class or 

3 kind, exceed the postal costs attributable to mail under 

4 former section 4359 (excluding all other costs of the 

5 Postal Service) , and tlie reduction authorized by this 

6 paragraph shall he applied by reducing the per piece 

7 charge otherwise applicable to not to exceed 250,000 

8 pieces of each issue.". 

9 (2) Section 3626 of title 39, United States Code, is 

10 amended by adding the following new subsection at the 

11 end thereof: 

12 " (e) In the administration of this sectbn, the rates for 

13 mail matter specified in former section 4554 (a) ( 1 ) or 4554 

14 (b) (2) (A) of this title, and teaching guides, maps, or 

15 other interpretative material prepared solely for use with 

16 such mail matter, when mailed between a publisher or a dis- 

17 tributor and a school, college, university, or public library, 

18 shall be the rate currently in effect for such mail matter under 

19 the provisions of former section 4554(b) (1) of this title.". 

20 (3) Section 3683 of title 39, United States Code, is 

21 amended— 

22 (A) by striking out subsection (b),and 

23 (B) by striking out "(a) Notwittistanding" and 

24 inserting in lieu thereof "Notwithstanding". 
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1 POSTAL SERVICES AND COMPLAINTS 

2 Seo. 7. (a) Section 3661 (b) of title 39, United States 

3 Code, is amended by adding before the period at the end 

4 thereof the following: ", and shall notify the committees 

5 referred to in section 2401(e) (1) of its action and the 

6 reasons therefor". 

7 (b) Section 3661 (c) of title 39, United States Code, 

8 is amended by adding at the end thereof the following new 

9 sentence: ''The Commission shall transmit a copy of its 
JO advisory opinions, together with its assessment of the effects 

11 on the Postal Semce, mail users, and the general public, to 

12 each conunittee refeiTcd to in section 2401 (e) (1) of this 

13 title.". 

14 SIZE AND WEIGHT LIMITS 

15 Sec. 8. Section 3682 of title 39, United States Code, 

16 is amended to read as follows : 

17 ''§ 3682. Size and weight limits 

18 "The Postal Service may establish size and weight 

19 limitations for mail matter in the same manner as prescribed 

20 for changes in classification under subchapter II of this 

21 chapter.". 

22 COST ATTBIBUTIOlSr STUDY 

23 Sec. 9. (a) The Postal Bate Commission shall study 

24 alternatives to the method of attributing or apportioning 

25 postal costs among each class or subclass of mail or type of 
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1 mail service set forth in section 3G22 (b) of title 39, United 

2 States Code, as amended by section G(a) of this Act. The 

3 Commission shall, after such study, provide for the prepara- 

4 tion of a recommended system of accounts by which the 

5 costs of the United States Postal Service can be identified 
(5 and associated with the class or subclass of mail or type of 

7 mail service, or with the public service function of the Postal 

8 Service. The Commission shall report its findings and recom- 

9 mendations to the Congress no later than September 30, 

10 1980. The report of the Commission shall include — 

11 ( 1 ) such recommended system of accounts, and 

12 (2) the Commission's estimates of the effects of the 

13 alternatives studied on postal volumes, revenues, rates, 

14 and fees in terms of both overall postal services and each 

15 dass or subclass of mail or type of mail service. 

16 (b) The Postal Service shall cooperate with the Com- 

17 mission in the conduct of the study under subsection (a) 

18 of this section and shall provide the Commission with any 

19 information the Commission reasonably deems necessary 

20 to carry out that study. 

21 (c) In the conduct of its study under suhsection (a) 

22 of this section, the Commission is authorized to conduct 

23 such proceedings, including hearings, as it deems warranted, 

24 without regard to the provisions of sections 556 and 557 of 

25 title 5, United States Code. 

84-911—78 A 
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1 THE MAIL AND COMMUNICATIONS 

2 Sec. 10. (a) Notwithstanding any other provision of 

3 law, each department and agency of the Government shall 

4 assist the United States Postal Service, insofar as practicable 

5 and on a reimbursable basis, in canying out its responsibil- 

6 ities under sections 2401 (c) (2) and 2401 (e) (2) of title 

7 39, United States Code. 

8 (b) There is hereby established the Task Force on the 

9 Mail and Communications (hereinafter in this section re- 

10 f erred to as the "Task Force") composed of seven in- 

11 dividuals whom the President may designate, one of whom 

12 shall be designated as Chairman of the Task Force by the 

13 President, and such representatives of the Postal Service as 

14 the Chairman of the Board of Governors of the Postal 

15 Service may designate. 

16 (c) The Task Force shall— 

17 (1) advise and assist the Board of Governors in 

18 carrying out its functions under paragraphs (6), (7), 

19 and (8) of section 206 of title 39, United States Code; 

20 (2) advise and assist the Board of Governors and 

21 the Postal Service in carrying out the Postal Service's 

22 duties under sections 2401 (c) (2) and 2401 (e) (2) of 

23 title 39, United States Code ; 

24 (3) study and formulate advisory recommenda- 

25 tions with respect to the development and application 
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1 of new technologies to mail, mail delivery, and other 

2 postal service operations, as well as the future of the 

3 mails as part of the communications network serving 

4 the people of the United States. Such studies shall in- 

5 dude the interrelationship between the mails and — 

6 (A) traditional communications services such 

7 as transmission of messages by wire, radio, or tele- 

8 vision, or intangible forms other than the mail, and 

9 (B) newly developing semces such as elec- 

10 tronic message and electronic funds transfer sys- 

11 tems ; and 

12 (4) formulate advisory recommendations to insure 

13 that communications sei*vices, including those of the 

14 Postal Service, are developed and provided in an 

15 informed and coordinated fashion that responds to 

16 developing needs and changing communications systems 

17 and technologies. 

18 (d) The Task Force may secure directly from any 

19 department or agenc)^ of tlie United States information and 

20 assistance necessary to ca^'iy out its duties under this section. 

21 Each department or agency is authorized and directed, to 

22 the extent pennitted by law and within the limits of avail- 

23 able funds, to furnish infonnation and assistance to the Task 

24 Force. 

25 (g) (1) Except as provided in paragraph (2), mem- \ 
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1 bci:s of the Task Force each shall receive as compensation 

2 the daily equivalent of the annual rate of basic pay in effect 

3 for grade GS-18 for each day (including travcltime) during 

4 which they ai'e engaged in the actual performance of duties 

5 vested in the Task Force. 

6 (2) Members of the Task Force who are full-time offi- 

7 cers or employees of the United States shall receive no addi- . 

8 tional pay on account of their service on the Task Force. 

9 (3) While away from their homes or regular places of 

10 business in the performance of service for the Task Force, 

11 members of the Task Force shall be allowed travel expenses, 

12 including per diem in lieu of subsistence, in the same manner 

13 as persons employed intermittently in the Government serv- 

14 ice are allowed expenses under section 5703 of title 5, United 

15 States Code. 

16 (f) There ai*e authorized to be appropriated, without 

17 fiscal year limitation, such sums as may be necessary to 

18 carry out this section. 

19 ' (g) Section 2003 of title 39, United States Code, as 

20 amended by section 4(b) of this Act, is amended — 

21 (1) in subsection (b) thereof— 

22 (A) by striking out "and" at the end of para- 

23 graph (5)', 

24 (B) by striking out the period at the end of 
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2 paragraph (6) thereof and inserting in lieu thereof 

2 a comma and "and", and 

3 (C) by adding at the end thereof the following 

4 new paragraph: 

5 "(7) amounts appropriated under section 10(f) of 
(5 the Postal Service Amendments Act of 1978."; and 

7 (2) by adding at the end thereof the following new 

3 subsection: 

9 " (f ) Amounts deposited into the Fund under sub- 

10 section (b) (7) shall be withdrawn by the Postal Service 

11 only for the payment of expenses incurred by the Postal 

12 Service in providing office space, clerical personnel, supplies 

13 and equipment, and such other items as the Postal Service 

14 finds necessary for the Task Force on the Mail and 

15 Communications.". 

16 EFFECTIVE DATE 

17 Sec. 11. The provisions of this Act, and the amend- 

18 ments made by this Act, shall take effect on October 1, 1978, 

19 except that the provisions of section 2401 (d) of title 39, 

20 United States Code, as amended by section 4 of this Act, 

21 and the provisions of sections 3604 (d) and (c) of title 39, 

22 United States Code, as amended by section 5(b) (1) of 

23 this Act, sball not apply to any budget or request for ap- 

24 propriations submitted prior to tbe date of the enactment 

25 of this Act 
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Senator Schmitt. Senator Packwood, would you care to make a 
statement? 

Senator Packwood. No statement, Mr. Chairman. 

Senator Schmitt. Since the statements that have been submitted 
complement each other it would be useful to have all of our witnesses 
come to the table, and hear their testimony and then treat the group 
as a panel for the question period. If there's no objection, we will do 
that. Will the remainder of the witnesses please come forward: Mr. 
Geller, Mr. Bolger, Mr. Nyborg, and Mr. McLaughlin. Mr. Geller, 
who is the Assistant Secretary for Communications and Information, 
U.S. Department of Commerce, will be our first and leadoff witness. 

Gentlemen, first of all, I want to welcome you to this hearing and 
I have been looking forward to it for some time. I hope that, if possible, 
you will summarize your testimony; the entire submission will be 
made part of our record. 

STATEMENT OF HENRY GELLEE, ASSISTANT SECRETAEY FOR 
COMMUNICATIONS AND INFORMATION, DEPARTMENT OF 
COMMERCE 

Mr. Geller. Thank you, Mr. Chairman. I will just briefly go over 
some highlights of my testimony. 

We do welcome the opportunity to testify because we believe this 
is a very important commimications policy issue. The administration 
is now reviewing the issue and we support the provision of S. 3229 
establishing a task force to study the interrelationship between tradi- 
tional mail service and electronic telecommunications service. 

We urge, however, that the task force be directed to report its rec- 
ommendations to the Congress and to the executive branch rather 
than simply to the USPS. I would like to emphasize that we don't hold 
any brief for any particular task force, either the one in the bill or any 
other one. What we are urging is that this issue should be studied, that 
a report should be issued, and, above all, that the Congress and the 
Executive, with advice from the USPS, should decide the permissible 
USPS activities in this area of electronic message service, we stress 
that this decision should be made by the Congress. 

How you get the basic information^ — be it through OTA or your own 
hearings or through commission studies — is a matter obviously for 
your judgment. I should note again that we at NTIA are also studying 
the issue. We are conducting proceedings on it. We have been doing so 
for 6 months and we will be glad to be ds helpful to you as possible. 

In the interim period before Congress and the administration can 
address the fundamental policy issues involved, the Postal Service 
should continue to conduct research and development on the elec- 
tronic message service system. But it should not be authorized to 
implement an operational system or conduct market tests using actual 
mail other than those tests that have already been contracted for, 
(As to this last print we refer to the announced 1979 experiment with 
COMSAT.) We recommend this because we believe that otherwise 
Congress and the administration may be presented with a fait accompli 
before they have a chance to resolve the basic policy issues that are 
involved. 

We commend the Postal Service for the research it is doing in this 
area. We know it has developed facsimile receiving periods with speed 
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approaching 10 pages per second. These new services, it could be 
argued, are just another means of mail delivery similar to use of rail- 
roads or airlines. In our view, however, the electronic services are 
fundamentally different than physical deUvery service. 

We think, therefore, that if the USPS moves toward electronic 
services it is entering a new and different business. 

Now, last year testimony was presented to the Congress that postal 
involvement in electronic services could proceed in three progressive 
incremental stages. In the National Research Council report, these 
stages were called Generations I, II, and III. Generation 1 -would be 
the use of electronic communications onljr between postal installa- 
tions, with phvsical delivery from the postal installation. Generation II 
would be mailgram; that is, using electronic links between the sender 
of the communications and the Postal Service, with the input— the 
pickup — ^being done electronically but with the delivery still being 
physical. In generation III electronic links would exist between the 
Postal Service and both the sender and the addressee, with electronic 
input and electronic output. 

The NRC report stated that no problems would be posed by the 
USPS's entry into generations I and II. The report saw no legal or 
policy problems there. But at the same time, the report stated that 
generation III did raise very diflBcult policy and legal concerns and 
that a study should be conaucted and resolutions decided by Con- 
gress before such a step is taken. 

However, our analysis indicates that there may be no discrete three 
ptages. From what we now loiow — and it is preliminary because the 
report will not be out until the fall — it appears that the system that 
the USPS has under study is an integrated system that does not 
naturally divide into the three discrete generations that I have dis- 
cussed. In other words, it seems that, once the system is introduced, 
it will be capable of performing all electronic functions and, if oper- 
ated at its maximum efficiency, it will offer all three generations of 
services. 

Therefore, it appears to us that, before any major investment is 
made in any of the three generations Congress should establish basic 
policy — should pass its legislative judgment. , , ^ . 

As we understand it, the proi>osea system is designed to provide 
sophisticated signaling, routipg, and switching and to be accessible to 
many different types of terminals, and electronic signal forms. It will 
cover 95 percent of the population at an investment estimated to be 
^between $1.6 and $2 billion. Also, it will be used for operations such 
,as printing, addressing envelopes, stuffing* and sorting. 

In addition, it appears that it could lunction independent of the 
physical delivery network. Although it would interconnect with that 
network at key points, it could stand alone. 

There's one other matter that we want to stress about the system 
now under study. Some misconception may be present as to postal 
Service use of common carrier transmission plants. As we understand 
it, the Service intends to get its transmission f aciljities f rom the private 
jSector. The argument .has been put fortK that, because of the Postal 
Service's reliance on .the private sector for transmissipn, its services 
will not be competitive with the private sector. \ye call that. a miscon- 
ception because the electronic communication industry does far more 
than just provide transmission plants. It pi-oviaes f uU communication 
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service and, as an example, I cite the RCA Q-f ax service facsimile 
from New York City to Tokyo. That's in operation commercially 
today and it's identical to the proposed USPS-COMSAT experiment 
that would link London and five otner international cities next Febru- 
aiy. RCA financing is, of course, drawn from risk capital, and the 
USPS obviously is a quasi-governmental operation. This potential 
competition between a (jovernment entity, the Postal Service, and the 
private telecommunications industry raises a host of policy issues. 

First, entry of the USPS into all electronic delivery systems repre- 
sents a major change for the United States. The legislative record 
indicates that Congress has chosen to rely on private enterprise to 
serve the needs of the public for the transmission of intelligence by 
electrical means. Now the Congress obviously can change that if it so 
desires, but in doing so, it ought to determine whether such a big 
switch would represent sound policy. 

In reaching that judgment, consideration ought to be given to the 
benefits and the disadvantages. We have listed some examples of these, 
but our hst is by no means exhaustive. As regards possible benefits, 
we point to new printing and envelope stuflSng for multiple addressed 
bulfc mailers; this might become available at lower costs because of 
economies in combining physical and electronic functions. Also, some 
40,000 post oflices be established, making electronic services more 
accessible to all citizens. And the Ppstal Service might be able to 
generate sufficient revenues via its electronic system to provide some 
support to its traditional mail delivery networks. 

Cm the other hand, you might find the taxpayers stuck with a bad 
investment. Consider the potential problems stemming from cross- 
subsidization. The Postal Service, with its tax subsidies and monoply 
revenue, and that would retard the growth of new and innovative 
services in the private sector. And, finally, regulatory oversight poses 
a very difficult problem. The FCC now has comprehensive jurisdiction 
over telecommunications carriers and a serious question would arise if 
the Postal Service went in: Should this one large carrier be exempt 
from FCC jurisdiction? 

Let me mention a number of policy issues that we think ought to be 
addressed by the Congress. Is there likely to be discrete Generations 
I, II and III — or, practically speaking, is there more apt to be just 
one system encompassing all three? Has the private telecommunica- 
tions sector been meeting— or will it nifet— public demands for in- 
novative telecommunications services or will it be necessary for the 
Postal Service, as a quasi-governmental entity, to provide services to 
the public? If the primary purpose of the Postal Service involvement in 
telecommunications is to provide additional revenues to maintain 
current levels of service, will the effort be successful?^ If the USPS 
has to compete against private firms such as A. T. & T., IBM, Telenet, 
would a direct subsidy be more cost-eflfective to the Government? 
Can questions of cross-subsidization of postal monoply services be 
adequately resolved so that fair competition can occur between the 
USPS and the private sector? Should the Postal Service be required 
to interconnect its facilities with those of private commimication 
common carriers? This last is of some urgency, Mr. Chairmam, be- 
cause interconnection is generally mandatory within the telecommuni- 
cations cotntnon carrier mdustry. 
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Finally, since the trend in the telecommunications industry is 
toward competition and regulation, should the Postal Service be 
subject to full competition in electronic service as a result of allowing 
its competitors to deliver electronic messages physically upon cus- 
tomer request without regard to the private express statute 
restrictions. 

Proposals pending before the FCC argue that Western Union's 
operation in the telecommunications area should end and that the 
entire message area should be opened to all competition. At the 
moment, a telegram is exempt from the private express statute. 
Should this extend to everybody? We believe that the task force, or 
whatever vehicle the Congress decides upon, can provide significant 
assistance in advising Congress on the proper role of the Postal 
Service in electronic message communication. 

As I said, NTIA has been working in this area for over a year. 
We are preparing a report. We intend to have open debate in order to 
assist us in our analysis and in formulating our position on these issues, 
and we would, of course, provide Congress and any other task force 
or anybody else w4th whatever assistance we can in this field. 

We want to stress to you again the importance of Congress and the 
Executive establishing, by legislation, national policy on the Postal 
Service role in the electronic message service marketplace. We think 
that this is the type of decision that should be made only after full 
and open debate, with consideration of all the disadvantages and policy 
issues I have mentioned. We commend the subcommittee for holding 
this hearing and taking a productive first step in that important 
policymaking process. 

Senator Schmitt. Thank you, Mr. Geller. We will have some ques- 
tions for you in a moment. 

[The statement follows:] 

Statement of Hernt Geller, Assistant Secretary for Communications 
AND Information, Department of Commerce 

I welcome the opportunity to testify before this Subcommittee today on a 
very important communications policy issue — the role of the United States Postal 
Service (USPS) in the electronic message market. Your timely involvement in 
this issue gives you the opportunity to help define the substantive direction of 
the public dialogue which we believe should be conducted on this fundamental 
policy question. 

The Administration is now studying this issue. Because we believe it merits 
the most careful scrutiny, we support the provision of S. 3229 establishing a 
Task Force to study the interrelationship between traditional mail service and 
electronic telecommunication service, and we urge that the Task Force be di- 
rected to report its recommendations to Congress and the Executive. These 
recommendations should include a definition of the role of the USPS in the elec- 
tronic message market. 

We believe that the Congress and the Executive, with advice from the USPS, 
should decide the parameters of permissible USPS activities in electronic message 
service in light of the Nation's total communications needs and opportunities. 

Legislation is clearly required to make this type of basic policy decision and to 
resolve potential conflicts. Reports from the Task Force and other interested 
entities will provide Congress and the Administration with necessary background 
information to make informed judgments after open debate on the matter. 

In the interim period, before Congress and the Administration can address 
the fundamental policy issues involved, the Postal Service should continue to 
conduct research and development on the Electronic Message Service System, 
but should not be authorized to implement an operational system or conduct 
market tests using actual mail other than those that have already been contracted 
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for (i.e., the announced 1979 experiment with COMSAT). Otherwise, Congress 
and the Administration may be presented with a fait accompli before they have- 
a chance to resolve the basic policy issues involved. These issues can and should 
be resolved with much less friction and with less cost to the taxpayer if they are 
taken up as early as possible. 

As the Subcommittee knows, technology is moving rapidly in the area of 
electronic message service. Both private industry and the USPS are making: 
significant progress in planning and implementing systems and services. The 
Subcommittee is generally familiar with telecommunications developments in 
the private sector, but there may be several areas where clarification of the USPS's 
possible role is desirable. 

The Postal Service is to be commended on its research and development with 
regard to its proposed electronic system. It has done more than just take advan- 
tage of current electronic technology in the paper handling portions of the system. 
Contracts with Pitney- Bowes have resulted in facsimile receiving terminals whose 
speed approach ten pages per second. 

The new service might be viewed as being one of many postal advances using 
technology (e.g. railroads and airlines) to good advantage in order to speed the 
mail. However, electronic services are fundamentally different from physical 
delivery services. The involvement of the USPS in electronic telecommunications 
with no physical delivery is not merely an incremental improvement on its tradi- 
tional business, but would appear to be different and new business. 

A year ago, testimony was presented to Congress ^ that postal involvement in 
electronic services could proceed in three progressive, incremental stages, and 
that a policy decision could be made after the first two steps as to whether to 
go forward with the third. These stages were called Generations I, II, and III^ 
and were projected to have the following characteristics: 

Generation I — electronic communications only between Post Offices (with 
physical delivery from the postal installation, if desired) . 

Generation II — ^the use of electronic links between the sender of communica- 
tions and the Postal Service for the input or "pick-up" of messages, with physical 
deUvery of the message by the USPS. 

Generation III — ^the use of electronic links between the Postal Service and both 
the sender and the addressee for both pick-up and delivery of messages. 

The NRC Report stated that USPS entry into Generations I and II would 
pose no serious policy or legal issue. It asserted that Generation I is similar to 
the USPS's use of a new and speedier method of moving mail between its postal 
installations ; and that Generation II is a natural melding of electronics for input 
with the USPS's mission of physical delivery (e.g., a macro-Mailgram type serv- 
ice) . It believed that Generation III raised the difficult policy and legal concerns 
because it constitutes USPS entry into the all-electronic world; there would be no 
difference between it and other telecommunications carriers. 

Subsequent to the above analysis, NTIA has followed the progress in the Postal 
Service's system development. The report of the Postal Service's prime contrac- 
tor (RCA) will not be available unitl this fall. Therefore we can only make pre- 
liminary comments at this time. However, from what we know from the postal 
authorities, it appears that the system is an integrated system that does not 
naturally divide into the three discrete generations set out earlier. In fact, once 
the system is introduced, it seems that it will be capable of all electronic functions 
and that if it is to be used at its maximum efficiency, it will be used for all three 
generations of services. It can be analogized to an automobile. The transmission 
built into it has the capability for driving in three or four gears, but, for efficiency, 
in practical terms, use of the highest gear is inevitable. Thus, Congress and the 
Executive Branch may not have the option of waiting until intra-Post Office or 
electronic input services, with physical delivery develop, before it decides whether 
end-to-end electronic services are appropriate. Once the taxpayers' investment in 
the system has been made, there will be a natural tendency to use it to its maxi- 
mum capacity. 

The system is designed to provide sophisticated signal processing, routing, and 
switching, and to be accessible to many different types of terminals and electronic 
signal formats. These include facsimile, magnetic tape and disc equipment, and 
any other electronic equipment that comes into common commercial or home 



»See testimony of Louis T. Rader In Hearini? on Electronic Communications and the 
Postal Service before the Subcommittee on Energy, Nuclear Proliferation, and Federal 
Services of the Committee on Governmental Affairs, U.S. Senate, 95th Cong. 1st sess. S 
(1977). 
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use. The customer's signals will be evaluated and accepted in Postal Service com- 
puters that will route them to the destination computer. The system will cover 
about 95 percent of the population at an investment estimated between $1.5 and 
$2.0 billion. The system can also be used for operations such as printing, address- 
ing, envelope stuffing, and sorting. 

Another aspect of the system that was not quite as apparent several years ago 
ilB its functional independence from the physical delivery ntework. While it will 
interconnect with the physical delivery network at key points, it can stand alone. 
Thus, over time, the physical delivery function could be phased out, or alterna- 
tively, the electronic system could be divested from or spun off of the physical 
delivery system. Similarly, there is no techological reason why other electronic 
systems could not interconnect with the Postal System for physical delivery 
purposes. 

Finally, there seems to be some misconception that the Postal Service use of 
conmion carrier transmission plant means that their services will not be competi- 
tive with the private sector. The electronic communications industry does far 
more than just provide transmission plant; it provides full communications serv- 
ices. For example, the RCA Q-fax service (facsimile from New York City to 
Tokyo), which is in operation commercially today, is essentially identical to the 
USPS experiment proposed to London and five other international cities next 
February. RCA financing is, of course, from risk capital. Other corporations are 
also offering or planning to offer various types of electronic message services. 

The potential competition between a government entity — the Postal Service — 
and the private telecommunications industry raises a host of practical, policy 
issues. First, entry of the USPS into all electronic delivery systems represents a 
major change for the United States. The legislative record establishes that Con- 
gress has chosen to rely on private enterprise to serve the needs of the public for 
the transmission of intelligence by electrical means. Congress can, of course, 
change that judgment if it believes that it would be sound policy to do so. 

The Task Force and other interested entities, including NTIA, should, therefore, 
be addressing that fundamental issue, and specifically the issue of the benefits 
and detriments from the development of a USPS electronic message system. As 
possible, but by no means exhaustive examples, we cite the following benefits or 
detriments that might be associated with such a system: 

POSSIBLE BENEFITS 

New service offerings, including printing and envelope stuffing for multiple 
address bulk mailers, might become available at lower costs because of economies 
in combining physical and electronic functions. 

The availability of Post Office might make electronic services more accessible 
to all citizens than private systems would. 

The Postal Service might be able to generate sufficient revenues on its EMS 
system to provide some support to its traditional mail delivery networks. 

POSBIBLB DETRIMENTS 

The Postal Service might not be able to compete effectively against private 
industry and thus the taxpayers might be stuck with a bad investment. 

The Postal Service might be able to engage in predatory actions against its 
competitors because of its tax subsidies and its monopoly revenues, thus retarding 
the growth of new and innovative services in the private sector. 

Regulatory oversight of electronic telecommunications would be fragmented 
with the Federal Communications Commission having jurisdiction over only the 
private carriers. 

The legislative history should explicitly direct the Task Force to consider bene- 
fits and detriments along the above lines and the following policy questions, with 
recommendations to the Congress concerning them : 

Is the discrete Generations I, II, and III scenario likely or feasible or rather is 
a USPS electronic message system apt to encompass all three as a practical matter? 

Has the private telecommunications sector been meeting or will it meet public 
demands for innovative telecommunications services or is it necessary for the 
Postal Service as a quasi-governmental entity, to provide services to the public, 
bicluding residential customers that would otherwise go unprovided? 

If the purpose of the Postal Service involvement in telecommunication is pri- 
marily intended to provide additional revenues to maintain current levels of 
service, will the effort be successful if the USPS has to compete against private 
firms? Would a direct subsidy be more cost effective to the government? 
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Can questions of cross subsidization from postal monopoly services be ade- 
quately resolved so that fair competition can occur between the USPS and the 
private sector? 

Should the Postal Service be required to interconnect its facilities with those oi 
private communications common carriers since interconnection is generally 
mandatory within the common carrier industry? 

Since the trend in the telecommunications industry is toward competition and 
deregulation, should the Postal Service be subject to full competition in electronic 
message service by allowing its competitors to physically deliver electronic mes- 
sages, upon customer request, without regard to ftivate Express Statute 
restrictions? ^ 

We believe that the Task Force can provide significant assistance in determining 
the proper role of the Postal Service in electronic message communications. This 
would be in addition to the assistance to be provided in developing the Research 
and Development program and plan (specified in Section 4 of S. 3229). The Task 
Force should provide recommendations to Congress on how to resolve the problem 
areas by setting a policy that would best allow this Nation's commimications 
needs and opportunities to continue to change and expand. 

NTIA is preparing a report outlining and analyzing policy issues concerning the 
USPS involvement with electronic communications. We intend to stimulate and 
obtain open debate to assist our analysis and formulation of positions on these 
issues. We shall, of course, provide Congress and the Task Force with whatever 
assistance we can in this field. 

In conclusion, Mr. Chairman, I would once again stress the importance Congress 
and the Executive establishing, by legislation, national policy on the Postal 
Service's role in the electronic message service marketplace. I would also reiterate 
that to facilitate such a legislative decision, the proposed Task Force must be 
given a clear mandate to study the p»olicy issues and report to Congress and the 
Executive on its conclusions. NTIA will continue to make this issue a high priority 
in its program and will participate actively with the Congress and with the Task 
Force. 

This Subcommittee's recognition of the problem, as evidenced by these hear- 
ings, is a productive first step in the process. I hope that the Subcommittee will 
continue to play an active role with regard to electronic message issues because the 
outcome of the process is of great consequence to the American public. 

LEGISLATIVE RECORD 

Historical background 

The history of the USPS may well contain some answers to the USPS problems 
concerning electronic alternatives to conventional mail. That history indicates a 
clear and consistent dichotomy : Postal Service control over the physical delivery 
of material (letters) from sender to recipient but the reservation to the private 
enterprise sector of the transmission of information or messages by electronic 
means. 

EARLY HISTORY LEADING TO TWENTIETH CENTURY 

The Postal Service has considered the problem of electronic mail for over 130 
years, ever since the invention of the telegraph. The 1845 telegraph line between 
Washington and Baltimore was operated by the Post OflBce Department, which 
urged at that time that the government run the telegraph system. While the Con- 
gress did not then respond, a provision in the telegraph legislation of 1886 (Post 
Roads Act) authorized the government to purchase existing telegraph plants after 
1871. 

Postmaster- General John Wanamaker in 1892 proposed, in effect, a Mailgram 
service: postal telegraph messages would be collected and delivered by the Postal 
Service, with long-distance telegraph service provided by private companies 
under contract to the Postal Service. (Wanamaker even suggested that the postal 
telegraph system might someday offer a facsimile service.) None of these proposals 
made headway, however, because of Western Union^s then-powerful private mo- 
nopoly (with revenues in 1890 of $20 million, one-third of the postal system's 
revenues). And in 1947, Congress repealed the Post Roads Act. 

The Post Office Department did have one brief period of electronic operation 
in 1918 when the government, as a wartime measure, took control of the telephone 
and telegraph systems. But this episode ended with the war, and the next ex- 



• Western Union is permitted to deliver telegraphs as an exception to the Private Bzpr 
Statutes. 
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periment did not occur unta 1959, when the Post Office tested "Special Mail." 
This was a facsimile experiment between Washington and Chicago in which 
government agency mail was transmitted using faciUties suppUed by private 
oarriers. Western Union strongly protested against this intrusion of government 
into the private electronic sph^e, and in early 1961, the Kennedy Administration 
terminated the experiment because, "... the very limited research and develop- 
ment funds should be appHed on other high priority projects.'' 

THE ACTS KELATIMG TO PRIVATE SECTOR TELECOMMUNICATIONS 

The telephone and telegraph eventually received their own scheme of regula- 
tion. In the 1910 Regulatory Enactment, Congress gave the Interstate Commerce 
Commission jurisdiction over these interstate communications, ^though the Com- 
mission largely failed to exercise this control. And in 1934, Congress enacted a 
comprehensive statutory scheme for the regulation of interstate and foreign com- 
munications services by wire, cable, and radio and of all persons engaged therein . 
The Communications Act of 1934 sets forth the broad policies and standards 
governing the regulation of these services and entities and specifies the processes 
to be followed in implementing its authority. The Act reserves to the states the 
regulation of intrastate electronic communications matters. The Act ends the 
last vestige of postal control over telegraph companies, with its provision in Sec- 
tion 601(b): "All duties, powers and functions of the Postmaster General with 
respect to telegraph companies and telegraph lines under any existing provision 
of law are hereby imposed upon and vested in the Federal Communications 
Commission." 

It thus appears that the Congress, while making the traditional mail services 
the 9o\e responsibility of the Post Office Department, has historically relied on 
private enterprise to serve the needs of the pubUc for the transmission of intel- 
Ugence by electrical means; and this policy was codified in the 1910 Regulatory 
Enactment and the Communications Act of 1934. 

THE USPS AUTHORITY TO ENGAGE IN ELECTRONIC MAIL SERVICES UNDER THE 1970 

POSTAL REFORM ACT 

The argument for USPS authority to engage in EMS stems largely from the 
rather broad provisions of the Postal Reform Act (PRA) of 1970. This Act con- 
tains provisions supporting the application of new techiiologies to increase the 
benefits that the nation derives from the operation of the Postal Service: ' 

1. . , . Provide prompt, reliable, and efficient services to patrons . . . 

2. . . .Give the highest consideration to the requirement for the most expedi- 
tious collection, transportation, and delivery of important letter mail. 

3. . . . Receive, transmit, and deliver . . . written and printed matter . . . and 
provide such other services incidental thereto as it finds appropriate to its functions 
and in the public interest. 

4. . . . Provide for the collection, handling, transportation, delivery, for- 
warding, returning, and holding of mail .... 

5. . . . Provide, establish, change, or abolish special nonpostal or similar 
services. . . . 

6. . . . Promote modem and efficient operations and should refrain from . . . 
engaging in any practice . . . which restricts the user of new equipment or devices 
which may reduce the cost or improve the quality of postal services. . . . 

7. . . . Have all other powers incidental, necessary, or appropriate to carrying 
on its functions or the exercise of its specific powers. 

These provisions support a dual approach to USPS authority in electronic mail: 
(1) it is a more modern and efficient way to accomplish the Postal Service's exist- 
ing mission; or (2) it is a new * 'special nonpostal or similar service" to postal 
service. 

There is no question concerning the authority of USPS to substitute electronic 
transmission of information for a segment of the maU stream (a fimction analogous 
to the World War II ^'V-Mail" service). Under this scheme, letters would be 
converted to electronic signals at the post office nearest the sender for transmission 



* The specific sections of the Postal Reform Act of 1970 from which these benefits derive 
are as follows : No. 1, 39 U.B.C. 101(a) ; No. 2, 89 U.S.C. 101(e) ; No. 3, 39 U.S.C. 403(a) : 
No. 4, 39 U.S.C. 404(1) ; No. 6, 39 U.S.C. 404(b) ; No. 6, 39 U.S.C. 2010; see also 39 
U.S.C. 101(g) ; 401(5), 403(b), 404(3) ; No. 7, 39 U.S.C. (lOJ. Provision No. 5 U further 
clarified in H.R. Rep. No. 91-1104, 9l8t Congress, 2d Session, 1970. 
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to the recipient's nearest post office, where it would be converted to hard copy 
for delivery. 

There would also appear to be little legal question about cooperative ventures 
between USPS and the electronic carriers or large mailers, whereby the electron- 
ically transmitted information would enter the mail stream at a post office to 
the recipient <called Generation II in the NRC Report). Mailgram is of course 
an obvious example of such a cooperative venture — a most successful one (as 
shown by its growth from 370,000 messages in 1971 to about 24 million in 1975). 
See United Telegraph Workers^ AFL-CIO v. FCC, 436 F. 2d 920 (District of 
Columbia Cir.), 1970. 

The remaining issue is whether the USPS could emulate the eleietronic carriers, 
including the value-added networks (e.g., Telenet or Tymshare), and provide 
duplicating electronic message services directly from the sender to the recipient 
(the so-caUed Generation III mentioned in the NRC Report). Here, the NRC 
Report found that a serious legal issue would be presented, because the legislative 
history of the 1970 act contains no indication that the USPS was given authority 
to chaUenge the value-added networks or AT&T and its competitors. That issue 
cannot be said to be definitively resolved, and only the courts could supply a final 
answer. 



Questions op the Committee and the Answers Thereto 

Question 1. Postmaster General Bolger said in his testimony that if people 
leave USPS because of EMS, the people left to be served by USPS would have 
very expensive mail costs. Do you agree or disagree, and why? 

Answer. The actual impact of EMS on the mail volume is difficult to forecast. 
There are many variables involved in such a forecast, including the ability of the 
Postal Service to hold down costs (primarily labor costs), its success in improving 
or maintaining service quality, and its ability to respond with other .attractive 
marketing inducements, such as attempting to "recapture" mail volume by inter- 
connecting physical delivery network with EMS vendors. One can assume how- 
ever, that if the Postal Service costs continue to escalate and volume is lost (either 
to EMS or to other alternatives), the cost per unit of mail will go up and this 
wiU have to be covered by either the ratepayer or the taxpayer. The degree to 
which this will happen, as noted, depends very much on how successful the U.S.P.S 
is accomplishing its fundamental goals, i.e., running an efficient, productive mail 
service. The Postal Service itself appears to have no accurate estimate of what the 
impact of EMS might be. 

Question 2, What additional information do you feel is needed — from whatever 
source — before an informed pubHc poUcy on electronic message services can be 
developed? 

Answer, (a) To what extent will the electronic mail services presently being 
offered or planned by the USPS be competitive with current or planned offerings 
of commercial telecommunications firms? To what extent will the USPS offer 
unique services? Stated differently, has the private telecommimications sector 
been meeting or will it meet public demands for innovative telecommunications 
services or is it necessary for the Postal service to provide services to the pubHc. 
either to business or residential customers, that would otherwise go unprovided: 

(b) If offered in a competitive environment would the Postal Service's EMS 
revenues be sufficient to provide sufficient cross-subsidization of physical delivery . 
service? If the purpose of the Postal Service involvement in telecommimications is 
primarily intended to provide additional revenues to maintain current levels of 
service, will the effort be successful if the USPS has to compete against private 
firms? Would a direct subsidy be more cost effective to the government? 

(c) Can questions of cross subsidization from the postal monopoly service be 
adequately resolved so that fair competition can occur between the USPS and the 
private sector? If the USPS entered electronic telecommunications, what would be 
the consequences to the regulatory scheme envisioned in the Communications Act 
of 1934, as amended? 

(d) What benefits would flow to the postal Service if it limited its participation 
in electronic message services to joint ventures with telecommunications common 
carriers? Would these benefits be enhanced by a Postal policy of interconnecting 
with any firm that desired to offer a joint service? Would there be a requirement 
of such interconnection? 

(e) To what extent will competitive EMS services impact on Postal physical 
mail revenues? To what extent will the degree of impact be dependent on the ability 
of the USPS to keep its costs of service down and its quality of service up? 



Digitized by 



Google 



85 

(f) The private delivery of telegraph messages has been traditionally allowed as 
an exception to the Postal monopoly. What would be the impact of allowing a 
similar exception for EMS messages to ensure full and fair competition? 

In any event, since the trend in the telecommunications industry is toward 
competition and deregulation, should the Postal Service be subject to full competi- 
tion iii electronic messagie service by allowing its competitors to physically deliver 
electronic messages, upon customer request, without regard to Private Express 
Statute restrictions f 

Question 3. As a potential benefit from USPS involvement in EMS, both you and 
Mr. McLaughlin cite the possibility that postal involvement might result in a 
imiversality of service, which would not be provided by a competitive market- 
place. Does it really make sense to subsidize a second electronic message system, 
to achieve universal service, when we already have one in the switched telephone 
network? If we are going to be in the business of subsidizing universal service, 
isn't the phone service enough — combined with traditional mail service? 

Answer. If EMS becomes a universal service it will probably access the home by 
means of the telephone network. This will be true whether EMS is provided by the 
Postal Service, private industry, or a combination of the two. The telephone 
network is the only universal electronic message network in existence today and 
will probably remain the only imiversal electronic network for the foreseeable 
future. The main deterrent to the growth of EMS in the home market is the cost 
of a home terminal. The cost of home terminals, like all other electronic equipment, 
is falling, however, and it can be expected that developments such as in the home 
computer market. View Data-type operation, or the video game market will 
eventually result in an affordable home terminal. 

The Postal Service's physical deUvery network is the other universal com- 
munications message service in our nation. It is very unlikely that the USPS will 
or could establish a duplicative electronic system. What the Postal Service must 
determine is how to best use its mail network to interface with electronic services. 
It could do this by interconnecting with common carriers in joint ventures, 
reselling common carrier transmission capacity as a value-added carrier, or leasing 
private lines to send material between its offices. Choosing among these options 
is the Postal/E MS policy dilemma. 

Either a Postal EMS service or competitive private EMS services may evolve 
into universal services in the future. Whether this happens will depend more 
upon the nature of consumer demand and the cost of equipment than who pro- 
vides the service. 

Question 4, It has been suggested (Dennis Woywood, RCA, House Hearings 
on Postal Research & Development, April 13, 1978) that postal involvement in 
EMS might stimulate rather than depress the industry by instituting substantial 
government procurement and, thereby, driving down prices and attracting 
equipment manufacturers. This has happened in other high technology industries, 
notably the aircraft industry. Does it seem reasonable that this might happen in 
EMS? 

Answer. The suggestion of Mr. Wojrwood (RCA) that Postal involvement in 
EMS might stimulate the EMS equipment market is dubious. Further, the 
analogy to the aircraft industry is misleading because of significant differences 
between the two markets. Designing and building aircraft for the private market 
is risky because the investment costs are extremely high and the market is re- 
stricted to a limited number of customers, i.e., the airline companies. As a result 
there are very few aircraft manufacturers. Thus, aircraft manufacturers bene- 
fitted from being able to modify miUtary designs for commercial use. 

The electronics market, on the other hand, is different. There are many suppliers 
and many purchasers. The cost of research and development is much less pro- 
hibitive. In addition, the market is characterized by a rapidly evolving technology 
and decUning costs. 

For example, the TKS-80 home computer being sold by Radio Shack for $600 
would have cost approximately $20,000 only ten years ago. A second example 
would be medium scale mainframes used for scientific computing. What would 
have cost more than $1 million ten years ago can now be bought as a mini-computer 
for $70,000 or less. Whatever the role of the Postal Service might be in EMS, it 
would be only one of many purchasers of electronic equir;ment. This market is 
being driven by many forces other than EMS. For example, the home computer 
and the home entertainment industries are not relying on EMS applications for 
use of their equipment, but EMS use might be a by-product; View Data also is 
driven mainly by other objectives than EMS. Given the djnamic nature of the 
electronic equipment market it is doubtful that the USPS could spur it to more 
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impressive results. Indeed, it could be that if the industry had reason to believe 
the government was about to enter the EMS market, the uncertainty of the 
implications of this action might end to dry up sources of investment rather 
than stimulate them. 

Senator Schmitt. We'll go next to Postmaster General Bolger. 

STATEMENT OF POSTHASTES OENEBAL WILLIAM F. BOLOEB, U.S. 

POSTAL SEEVICE 

Mr. Bolger. Thank you, Senator. If you will enter my entire 
statement in the record I will summarize it very briefly. 

We agree with what we miderstand to be the general goals of section 
10 of S. 3229. However, we believe the formal task force is not neces- 
sary to accomplish these goals. Both the public and the private sectors 
already are providing valuable help to the Postal Service on com- 
munications technology and related matters. We believe this needed 
teamwork can be effective without a formal advisory committee or 
other formal body. 

As a matter of fact, I think it might be a little premature to for- 
malize it at this point in time, but I do think the various Government 
agencies, includmg Mr. Geller's organization, NASA, and others, 
should be used as advisory people to the Postal Service as we try to 
identify what role the U.S. Postal Service will have, if anything, in 
electronic transmission communications. 

We have a small role now in mailgram and we are to branch out in 
other demonstration efforts and other test efforts, but we h'ave not 
assumed a position that the Postal Service should have a monopoly 
in electronic transmission of communications. Indeed, we might play 
a unique role, the unique role of having the capability of delivering a 
hard copy, at least in the initial stages of electronic transmission and 
communications, that might come about. We have said repeatedly, 
and I repeat again today, we don't know what our role is and the 
management of the Postal Service firmly believes that if the private 
sector would be ready, willing, and able, that the Government most 
likely should stay out of this; but very frankly, we don't see any evi- 
dence that the private sector is ready, willing, and able to move into 
this area and serve everybody, at least not at this time. So we assume 
the role of staying smart, trying to get smarter in this activity, and 
to see where we should be going. 

Again, I say we have no objection at all to the intent and the goal a 
we see section 10. It's a question of how we structure it. We just don't 
think it's necessary to formalize that structure at this time. 

I might add that I recognize the need for the Postal Service to get 
more involved and at a different level of involvement in our research 
and particularly these new technologies. As a result, I announced to 
the Board of Governors yesterday at our monthly meeting that our 
Research and Technology Department would be elevated to senior 
management Postal Service headed by a Senior Assistant Postmaster 
General, and this would be effective August 26. 

I would be prepared to try to answer any questions you may have. 

Senator Schmitt. Thank you, Mr. Postmaster. Have you selected 
a head of that group? 

Mr. Bolger. Yes; his name is Frank Summercamp. He's been 
a career employee for about 35 years. He's been involved primarily 
on the operational management role. We are looking at our immediate 
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need in research and the advancement of technology and going into 
the automated fields with the conventional mail system as we bring 
along whatever we're going to do in demonstration efforts on elec- 
tronic transmission in communications. I think in the electronic 
effort we are at a stage where in the next several years before elec- 
tronics really gets large or larger we are going to need more automation 
in the Postal Service to handle conventional mail. So our stress will 
be on both. Our main stress will be on the automation efforts and we 
will be bringing electronics along, at least the development of 
demonstrations. 

Senator Schmitt. Thank you. We will have some more questions 
in a minute. 

[The statement follows:] 

Statement op Postmaster General William F. Bolger, United States 

Postal Service 

Mr. Chairman, we are here today at your request to testify on section 10 of 
S. 3229, the proposed Postal Service Amendments Act of 1978. Section 10 pro- 
poses to create a Task Force on the Mail and Communications, to study and advise 
the Postal Service about technological and other developments and to help co- 
ordinate with other agencies and the private sector. 

The proposed Task Force would consist of 7 members appointed by the Presi- 
dent together with such representatives of the Postal Service as the Chairman of 
its Board of Governors may select. The President could appoint either Federal 
officials or private citizens or both. 

Section 10(a) also would require all Federal agencies to assist the Postal Service, 
on a reimburasble basis and without regard to umitations in their organic legisla- 
tion, to perform certain duties proposed elsewhere in the bill. These duties relate 
to budgeting, planning, and reporting to Congress with regard to Postal Service 
research and development activities. 

We agree with what we imderstand to be the general goals of section 10. How- 
ever, we believe that a formal task force is not necessary to accompHsh these 
goals. Both the public and the private sectors already are providing valuaWe 
help to the Postal Service on communications technology and related matters. 
We believe this needed teamwork can be effective without a formal advisory com- 
mittee or other formal body. 

Certainly there is no question that it has become increasin^y important for 
the Postal Service to benefit from new ideas in keeping its services in time with 
public needs. We are not a self-contained and imchanging operation. The Postal 
Service is an important facet of a national communications system that is growing 
and changing with increasing speed. We must keep in close touch with technologi- 
cal and other developments and we have been working to do so. 

assistance from the public sector 

We think that other Federal instrumentalities with expertise in the communica- 
tions field can be an important resource for the Postal Service. In the last few 
months, I have met with representatives of both NASA and the National Tele- 
communications and Information Administration of the Department of Commerce 
to exchange views and ideas. As a result of the NASA discu^^sions, several of its 
technicians are now providing us assistance in various research and development 
activities. Discussions that could lead to a larger role for NASA are continuing. 

Since 1969, one continuing focus of our efTorts has been the possibilities for a 
domestic postal electronic message service. We developed an integrated long- 
range plan for these efforts in 1974. Contributing to the work under this plan are 
contracts with three Federal agencies. 

The Institute for Telecommunications Science in Boulder, Colorado, an arm 
of the National Telecommunications and Information Administration of the 
Department of Commerce, is helping to analyze some of the work of our private 
contractors and is also contributing several studies of its own. 

The National Bureau of Standards in the Department of Commerce is providing 
support by developing mathematical models for analyEis of what an electronic 
message service network should look like and what implications it would have 
for the postal system as a whole. 

34-911—78 6 
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The Naval Ocean Systems Center in San Diego, California, is providing support 
in evaluating requirements and proposals for high-speed scanner machinery, which 
would be needed in converting written messages to electronic impulses. 

As announced on March 28 of this year, we are planning to test an international 
electronic message service in cooperation with the federally-chartered Com- 
munications Satellite Corporation (COMSAT). The test service will use satellites 
to transmit messages between the United States and overseas locations. 

The one-year contract calls for development of a system plan for the service and 
a one-month operational test using demonstration mail. It also provides for joint 
planning by the Postal Service and COMSAT for a proposed field trial of a pilot 
system. A decision on whether to proceed with the field trial will be made before 
the expiration of the present contract. 

We regard this effort as part of our commitment to serve the growing need in 
today's society for less costly, more reliable, and more rapid exchanges of infor- 
mation, particularly in international communications. 

Our international program with COMSAT will provide us with information 
on how potential users will react to an actual working system. The experience 
we gain from it will give us important knowledge to aid in oiu* thinking about a 
domestic electronic message system. 

ASSISTANCE FROM THE PRIVATE SECTOR 

In obtaining help and advice from experts in the public sector, we have not 
neglected to use the many valuable resources available from private industry. 

We already have several years' experience with one service that takes advantage 
of electronic transmission technology available from the private sector. This 
service, of course, is Mailgram, which is provided in conjunction with Western 
Union. Mailgi*ams continue to grow in popularity with the public. During 
FY 1977, we carried some 28,376,000 of them. 

In the early stages of our current long-term program to explore the potential 
for a domestic postal electronic message system, we are relying heavily on assist- 
ance obtained by contract from the private sector. In planning the program, 
we have sought guidance from the National Research Cfouncil, a mixed public 
and private membership group, and from Arthur D. Little, Inc. The overall plan 
calls for five distinct phases of roughly 3 years each : 

1. Concept. 

2. Validation. 

3. Full Systems Development. 

4. Design and Production. 

5. Implementation. 

Before major commitments are made for each succeeding phase, the results 
of the previous work will be evaluated to determine how to proceed. 

The initial concept phase is scheduled for completion this coming October. 
It involves pr(;paring a comprehensive analysis of the various technical, market, 
and other factors that we need to know in order to make tentative plans and 
choices among alternatives. For this phase, the major effort has been a system 
definition and evaluation study. RCA has assisted us with this study under a 
2-year contract. Other technical aid from the private sector during the initial 
phase has come from Pitney Bowes and from Fairchild Camera and Instrument. 

Another program which we are now investigating with private sector help is 
an advanced electronic message service which we would call Electronic Computer 
Originated Mail. ECOM would be designed to meet a two-day delivery service 
standard throughout the 50 United States, except for certain very remote and 
unpopulated points. 

A mailer with large volume requirements — a business firm, for example — 
would generate the text of its messages and its address lists electronically in 
computer form on its own computer equipment. It would then transmit this 
material to the Postal Service's contractor, which would transmit the messages 
over its communications network to designated post offices. There the messages 
would be printed out, put in envelopes, and delivered by the Postal Service with 
regular first-class mail. Out current estimates are that a service of this type could 
V)e provided at fees ranging from 30 cents to 55 cents for a one-page message, 
depending on the monthly volume of the individual mailer. 

We have received a proposal from Western Union for a test and evaluation 
contract for the ECOM concept and are now exploring the specific proposal with 
that company. 
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In summary, we believe we are already getting good help from knowledgeable 
sources both in and out of Government. Accordingly, we do not believe that the 
enactment of section 10 of S. 3229 is necessary. 

This concludes our prepared text. We would be pleased to answer your questions 



Questions of the Committee and the Answers Thereto 

Question 1. In your prepared testimony, you referred to discussions with NASA 
and the fact that several of its technicians are now providing the Postal Service 
assistance in various research and development activities. Could you please 
provide more details on NASA's participation? Exactly what is NASA's partici- 
pation? Exactly what is NASA doing? What do you anticipate will be NASA's 
role in the future? 

Answer. There have been several meetings and extended discussions between 
USPS and NASA personnel, at both the management and technical levels. Tech- 
nical information developed at the Goddard Space Flight Center has been made 
available to the Postal Service. 

At the present time we are still in the process of identifying areas of common 
interest with NASA and it is not possible as yet to predict what role NASA would 
have in future phases of the development of any Electronic Message Service 
program that might be conducted by the Postal Service. 

Question 2, You said if people leave USPS because of EMS that the people left 
to be served by USPS would have very expensive mail costs. Why? 

Answer. It is generally considered that the operation of the postal system is 
characterized by economies of scale because of relatively high fixed or system costs. 
Like most utiUties, the Postal Service also tends to combine relatively more profita- 
ble services with relatively less profitable services. For example, the marginal cost 
of delivering a machine-addressed letter with a permit imprint between major 
business offices generally will be less than that of delivering a hand-addressed 
letter with a postage stamp between suburban or rural homes. It is further gen- 
erally accepted that the most likely portions of the mail stream to be diverted to 
Crivate EMS or other electronic services tend to be communications involving 
usiness transactions which fall more within the relatively profitable rather than 
the relatively unprofitable category. If the Postal Service were to lose a large por- 
tion of business transaction mail to private competition — whether involving trans- 
mission in electronic or tangible form — the prices of the remaining services pro- 
vided by the mail system could be expected to have to rise dramatically in order 
to cover fixed costs. These matters were explored in somewhat more detail in 
Statutes Restricting Private Carriage of Mail and Their Administration, A Report 
by the Board of Governors to the President and the Congress, Pursuant to Section 
7 of the Postal Reorganization Act, House Post Office and Civil Service Comm. 
Print No. 93-5, 93d Cong., 1st Sess. (1973) ; and in the Report of the Commission 
on Postal Service, volumes 1 and 2 (1976). Copies of these materials are enclosed 
for your information. 

Question 3, Do you think Congress has given the Postal Service poUcy guidance 
concerning your involvement in EMS? If so, who and when? 

Answer. Congress has not given the Postal Service specific policy guidance 
addressed expressly to EMS. However, Congress has provided certain overall 
directions which seem generally relevant to the monitoring and exploratory efforts 
which the Postal Service has been conducting with regard to new developments in 
communications technology and services. A number of provisions of law require 
the Postal Service to "promote modem and efficient operations and [to] refrain 
from . . . any practice . . . which restricts the use of new equipment or de- 
vices which may reduce the cost or improve the quality of postal services"; to 
"give highest consideration to the prompt and economical delivery of all mail"; 
and to employ "[m]odem methods". 39 U.S.C. 2010, 101(f). To achieve these 
goals, the Postal Service is authorized broad powers to determine the character 
of postal or non-postal services and the kinds of equipment, facilities, contractual 
services, and other assistance needed. 39 U.S.C. 401(3), (5), (6). (10); 403(a), (b); 
404(1), (3). (6); 411; 2008(c). Legislative history shows that Congress envisioned 
"a national postal service that is forever searching for new markets and new ways 
by which the communications needs of the American people may be served." 
II.R. Rep. No. 91-1104, 91st Cong.. 2d Sess. 20 (1970). To meet this responsibility, 
"[tlhe Postal Service is empowered to engage in research and development pro- 
grams directed toward the expansion of present postal service and the development 
of new services responsive to the evolving needs of the United States." Id. at 9. 
All of these directions have been deliberately stated in broad terms that have not 
been intended to fix decisions on EMS or any other individual type of program. 
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Qttestion, 4- As a potential benefit from USPS involvement in EMS, both 
Mr. McLaughlin and Mr. Geller cite the poseibHity that postal involven&ent Blight 
result in a univei-sality of service, which would not be provided by a comi>etitive 
marketplace. Does it really make sense to subsidize a second electronic message 
system, to achieve universal service, when we already have one in the switched 
telephone network? If we are going to be in the business of subsidizing univeral 
service, isn't the phone service enough — combined with traditional mail service? 

Answer. This is a complex question which seems to have several different as- 
pects. First is the matter of subsidies. The Postal Service has expressed no desire 
to receive subsidies in the form of appropriations to help finance any services it 
might offer using electronic technology. We have not supported proposals to desig- 
nate even research and development oflForts in this area as a taxpayer-supported 
venture. Our policy has been that we should be exploring whether there is a market 
for additional service using electronic technology that the posatl system might 
be in the best position to supply. 

We also do not believe 'bhere is any basis to the fears expressed by some of the 
witnesses during your hearings that the Postal Service could compete unfailrly 
with private suppliers of electronic communications services through cross- 
subsidies from mail operations. Purely on a practical level, experience in other 
CGtmtries where mail and telephone services have been combined and cross- 
subsidies permitted suggests that such sul^sidies run only in the other direction. 
In this country, present law prohibits cross-subsidies among postal services; 
each type of service is requried to bear all of the costs attributatble to the provision 
of that service. Prices for these services are developed through evidentiary pro- 
ceedings before the Postal Rate Commission, an institution of which the witnesses 
expressing fear of cross-subisdies seemed completely unaware. 

We do not know why it should be necessary at this point to assume that uni- 
versality of service for an EMS-related service should require taxpayer subsidies. 
The first- class mail service provided by the Postal Service is capable of paying its 
own way while providing universal service. Although the Postal Service currently 
receives a proportionately small public service subsidy contribution to its annual 
budget in the amount of $920 million, a self-sufficient first class service to all 
communities could be provided without that supplement, with some reduction in 
iJbe convenience of delivery. 

We are not prepared to rule out the possibility that the Postal Service might be 
able to offer a contribution in the field of EMS services that would not develop 
from private firms which seek to maximize profits rather than break even and 
which generally lack our experience in providing a universal service. The availa- 
bility of private parcel delivery services has not completely satisfied public needs 
for such services, judging from some 300 million pieces of parcel post still sent by 
tfee Postal Service each year, manj'^ from household to household. 

With regard to the matter whether private individuals and communities outside 
the greater metropolitan areas need any addition to telephone and traditional 
mail service, we do not think anyone knows at present what the demand for EMS 
services may be as these services develop and become a greater part of national life. 
Part of our effort has been to continue to explore that question and stay abreast 
of what the public seems to need as its thinking progresses in response to new 
options not previously considered. 

Question 5. It has been suggested (Dennis Woywood, RCA, House Hearings on 
Postal Research and Development, April 13, 1978) that postal involvement in 
EMS might stimulate leather than depress the industry by instituting substantial 
government procurement and, thereby, driving down prices and attracting equip- 
ment manufacturers. This has happened in other high technology inaustrics, 
notably the aircraft industry. Does it seem reasonable that this mi^ht happen 
in EMS? 

Answer. At this time, the Postal Service has made no commitment to any 
particular form of involvement in Electronic Message Systems (EMS). Without 
definition of the scope of anv Postal Service involvement, it is difficult to respond 
to the question presented. We assume that Mr. Woywood^s comments were in the 
context of a hypothetical Electronic Message Service System (EMSS) which his 
employer, RCA Corporation, has been stuofying under contract with us. Such a 
system, if fully developed, would require a significant capital investment. 

We assume that equipment suppliers would welcome the opportunity to com- 
pete in supplying the componente of such a system, and that their participation 
would reduce prices. The extent to which such competition would exceed similar 
competition if the Postal Service did not enter the market is, of course, a subject 
ef conjecture. We think it could be a reasonable guess that Postal Service partici- 
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laatiaii on a ooii«iderabie scale would involve the expeii(Mtiire <of imowp^m ^n^ioh 
wofM xkvt ocoirr in this area without our participation. 

Senator Schmitt. Now, Mr. Philip Nyborg, vice preaide&i and 
eral counsel, Computer & Communications Industry AssocimtioEi. 

stateheut or philif s. hyboug, vice PSESiDEirr astd fass- 

ERAL COUNSEL, COMPUTES 4b CQMKUNZGATIOBS INSUBIXT 
ASSOCIATION 

Mr. Nyboro. Thank you, Mr. Chairman. My name is Kuly> Ny- 
borg, and I am vice president and general counsel of the Compiitflr ft 
Communications Industry Association. I appreciate the opportraiity 
to ajjpear before this subcommittee to present testimony on «n issbb 
of critical importance to the data processing and communicatioDB in- 
dustries and, I believe, to our Nation at large. 

I will present a brief oral statement, but I would arfc that orur 49ntire 
written statement be made a part of the record. 

Senator Sohmitt. That will be done with all of them. 

[The statement follows:] 

STATEME^^T OF Philip S. Ntbqbq, Vice Pbebiobivt A^B KtrKTHEmU^ KjOUmOBL 
Computer & Oommuwications Industby Absocoatiov 

Good morning Mr. Chairman, members of the Subcomonittee. My aame Jb 
Piul^ N3rfoorg, and I am Vice President and G^iieral Coaneel of tiie Computfir aad 
Communications Industry Association. I appreciate the opportunity to rjqniir 
bedfore this Subcommittee to present testimony on an issue ofcritical importaBoe to 
the data processing and communications industries and, I believe, to our nnti— 
at large. 

Our Association represents 55 member companies with combined aaiMul rev- 
enues in excess of $2.75 million and employing more than 100,000 people. Our 
individual member firms range in size from under $1 million m aaaual ■alciB io 
something in excess $300 million. Their products and servioeB cover a wide nnge 
of goods and services in the data processing and data communicatians industries-^ 
computer mainframes, memories, tape and disk drives, printers, terminal, data 
entry devices, software and services such as time sharing, third party leaamg, eys* 
terns consulting, and data communications equipment and aervioes. 

The Association was formed just over six years ago, in many respects 4>ui ol 
the founders' frustration with the lack of competitive conditions in ihe eampakmr 
industry. This sense of frustration persists, for the antitrust laws have not en- 
sured effective competition in either the data processing or commuMtmtkws in- 
dustries. As a result, today our members must contend also witii a goverBavni- 
sanctioned communications monopoly, AT&T. 

S, 3S£9 authorizes almost $1 biUtonfor postal service research in ^dr^onic memQ0 
mrvioes (JEMS), yet no pitblic poUcy determination has been made regardimgiheTeie vf 
eem^ieHtdon or the relationship of EMS to our national echems of eetrnimnietftwrne 
regulation. 

The l^slation before this subcommittee, S. 3229, is designed to iniprove tlie 
United States Postal Service (USPS). Among the bill's provisions are dM fmeatr 
dates for USPS to study the development and application of ^eotroaic technokMsr 
to mail delivery and, importantly, to spend its annual $d20 Bullion ''pwSc 
service" appro{H'iation ''in such amounts as it determines neeessBry to GBixy Mit 
a t^omprehensive program of research and development in connection wiik iii- 
provea methods of pc^al service, including . . . methods of elec^^onieaUy i 
BBd delivering letters and other mail matter." 

This provision represents only minimal improvement over the deieted i 

of H.R. 7700, the House veraion of this bill, which would have required UBPS 
by 1080 to spend $300 million of R&D of electronic message systems, bat pol«B- 
tuJly raises the ceiling to ''such amounts as {the Postal Service] deteyrmiaas 
necessary. " It also raises the specter of a second government sanctioned And 
regulated monopoly — the USP3-~intruding into the data prooeasing niarket^lBee 
in which small, independent equipment and service companies must tiy 4o 
compete. 
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.. '^ Ther^rhaa already been substantial private sector entry into the electronic message 
services marketplace, although such entry is greatly impeded by regulatory uncer- 
tainty, and inconsistency. Three regulatory domains independently impact this serv- 
ice drea: the Postal Service, The Federal CommuniccUions Commission and The Bank- 
ing Regulatory Agencies. 

TTie entrance of USPS into the electronic message systems (EMS) market poses 
eritioal questions of national policy regarding reg^ation and competition which 
must be addressed before appropriating large and specific amounts of money to 
tJSPS for the development of EMS systems. 

As a prelude to examining these questions, it is necessary to consider the context 
of the current regulatory scheme, the effects new technologies have had on this 
scheme, and the consequent policy issues raised. 

Advances in electronics, and particularly in computing have opened a new 
ft*ontier in communications — electronic message systems (EMS). In this new 
communications frontier, a sense of regulatory predictability must exist to ensure 
optimal growth and development. This environment is presently lacking, since 
there are essentially three Federal regulatory domains which independently affect 
digital communications generally, and electronic message systems specifically. 
Each of these domains has been created by a separate statutory framework which 
for 'the most part predates the invention of the first computer. 

First, there is the Federal Communications Commission (FCC) and the under- 
lying Communications Act of 1934. Initially, the FCC was created to deal with 
voice telephone and telegraph in one bureau and radio in another. Second, we 
have the United States Posted Service and the underlying Private Express Statutes. 
Pursuant to the Constitutional power of the Federal government to establish 
a postal system, these laws were enacted to give the Postal Service a monopoly 
in the carriage of letters, and periodicals. Third, there is the Federally-regulated 
banking domain which is itseK a complex tripartite structure in which national 
banks are regulated by the Comptroller of the Currency, Federal Reserve Banks 
by the Federal Reserve Board, and savings and loan institutions by the Federal 
^biae Loan Bank Board. 

' The services provided (that is, those services contemplated by the underlying 
statutes) in each of these three domains were initially easily distinguishable. 
Voice telephone, telegraph, radio, the conveyance of letters, and the movement 
of banking paper were sensible distinctions. 

The foregoing, however, describes only Federally-regulated industries. The 
private competitive sector provides a fourth domain, which is non-regulated. The 
definitional problems here are exemplified by the FCC's current "Computer 
In«[uiry," which is the Commission's second effort to draw a distinction between 
related communications and unregulated data processing. 
'" The blurring of distinction between computer and communications technologies, 
and the shift from paper-based to electronic services, has caused three significant 
'«ets of overlaps in regulatory jurisdiction among the FCC, the Postal Service, 
and the banking regulatory agencies. And, in addition to the regulatory issues, 
thtere exist critical competition issues. Let us look first at the regulatory problems, 
and private sector and regulated offerings which have evolved in this environment. 

The FCC has historically had Jurisdiction over Electronic Communications 

Services which may shift demand from the postal service; such services have 

^Ihcliided long distance voice telephone, telegraph or electronic message services. 

'The FCC has viewed EMS services as competitive, allowing multiple entry iilto 

ih6 market and as a result, there have been a number of new high technology 

service offerings through the private sector. 

^'^ First, there are services of regulatory concern to both the FCC and the Postal 
ServicJe. One of the earlier examples of this was long distance voice telephone 
service competing for markets traditionally served by mail. In this case, while 
there was clearly a substitution effect, the Postal Service obviously could make 
no claim that the replacement telephone conversation was a form of mail. None- 
thelei^, in 1945, 35 percent of all messages were transmitted by the Postal Service, 
V66 percent by the telephone industry. By 1973, these figures shifted to 20 percent 
of all messages handled by the Postal Service, and 80 percent handled by the 
■tel&phone industry. 

Tele^aph service has also been a matter of interest to both the FCC and the 
Postal Service. As late as 1923 Congressmen were proposing that the government 
through the Post OflBce assert monopoly powers over all forms of electrical com- 
nlunications, although in 1941 the Domestic Telegraph Merger Act granted 
Western Union a de facto monopoly over the domestic telegraph business. Postal 
regulations, as well as the postal legislation recently approved by the House of 
Jlepresentatives, specify that a telegiam does not constitute a letter or mail. 
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There Is also Western Union's Mailgram service, which is a joint effort betweea 
Western Union (as a record carrier) and the Postal Service. Mailgram revenues 
are now about $60 million, and Western Union has also formed a subsidiary, 
Western Union Electronic Mail, which provides additional services for Mailgram 
customers. The latter is not part of the tariffed offering of the parent. 

It is useful here to diverge briefly, to discuss a term which is, in C CIA's view 
badly misused. That term is "electronic mail'* and it is inappropriate for two 
reasons. First, it is, as pointed out by Marc Porat at the 1978 AirUe House con** 
ference on telecommunications policy, analogous to the term "horseless carriage" 
in that it names a dynamic new technology in terms of a technology which is 
becoming partially obsolete. Second, the term presupposes that such services are 
within the domain of the Postal Service and the Private Express Statutes. While 
continuing to use the term "mail" for mail, I will use the term "electronic message 
services" to describe digital communications between human beings, which may? 
be either point to point or switched, and which may represent character encode^ 
information or facsimile. 

A number of innovative private sector companies are presently offering elec* 
tFonic message services. Scientific Time Sharing (STS), which provides a com- 
puter time sharing service, has offered an electronic message system for several 
years. STS has filed with the FCC under Section 214 of the Communications Act 
for authority to offer its message processing system as a resale common carriiar .' 
The Computer Corporation of America has offered its Computer Message Trans*-' 
mission System software since 1975. This system is offered both as a time sharing, 
service and as a turnkey package for intra-corporate installation. Telenet Com- 
munications has been acting for some time as a network for electronic message 
systems, including the "Hermes" software offered by Bolt, Beranak and Newmai^; 
more recently. Telenet has received FCC authorization to introduce its own elec- 
tronic message service. Both Hewlitt Packard and Wang, offer electronic message 
systems which are a combination of hardware and software. Tymnet has been 
offering its Ontyme service as a resale common carrier since July 1977, and 
Southern Pacific Communications has filed a tariff for an experimental switched 
facsimile service. Finally, a number of organizations have sophisticated internal 
electronic message systems, including Citibank, Cook Industries, AT&T, and the 
Department of Defense (pioneers of ARPANET). 

The entry of the corporate giants into electronic message services has not yet 
occurred significantly, although such entry is imminent by IBM (through Satellite 
Business Systems) and potentially by AT&T through its Advanced Communica- 
tions System, formerly known as the Bell Data Network. / ', 

While both the postal service and the National Commission on electronic fund 
transfers have recognized that electronic fund transfers, a type of electronic 
message service, will shift demand from first class mail, the role of the postals 
service remains unresolved. r.r ,■ 

The recent report of the Postal Commission cited an Arthur D. Little estimate, 
that by 1985 23 percent of all first-class mail will have been diverted to electronic- 
communications, and noted that financial transactions were the most vulne'rabie- 
to such diversion. These diversions would occur not only with respect to checks, 
but also to mail associated with checks such as bills, invoices, and receipts. The' 
report estimated total first-class mail diversion due to electronic fund transfer 
systems to be 1.9 billion pieces by 1980 and 6.5 billion pieces by 1985. 

Although there was testimony by a high level Postal Service oflScial before the' 
National Commission on Electronic Fund Transfers to the effect that the develop- 
ment of EFTS "would divert valuable mail and revenues from a postal sjrstem' 
already beset by financial problems," there is no significant discussion of this issue 
in the final report of the National Commission on Electronic Fund Transfers. One 
is left to question the outcome, should the Postal Service press the claim that most 
EFT is within the private express statutes and therefore subject to Postal Service 
regulation. 

The National Commission on Electronic Fund Transfers has addressed the 
issues of competition and regulation, with respect to banking electronic message 
systems, and concluded: First, that all interested parties should be allowed to 
compete; and second, that the communications aspect of electronic fund transfer 
systems should be subject only to FCC regulation, if such regulation is necessary' 
at all. 

The final report of the National Commission on Electronic Fund Transfers 
(NCEFT) does devote considerable attention however to the third regulatory over- 
lap which I wish to address, that between electronic banking and the Federal Com- 
munications Commission. In Chapter 10 of its report, the EFT Commission notes 
technological advances in computer and communications technology, which it 
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chescsibcd as the inlrastiuctuffe of electronic funds transfer 33^tems> and declares 
^% m ma longier certain which services should be regulated as ccHnmunicatians 
fumfk»B^ . . . [n}o<«iiere is the problem more evident that in existing and eroerg- 
km BFT systems." The C(»nmis8ion observes : 

^'CFT is deveioping in a market environment in which unregulated data 
jprosesBiiijg contpaxiks compete, to a degree, with regulated communicatiDns 
carfiaraL Thus xl ia virtuadly impossible to determine a priori whether an> EFT net- 
wiSfk €fs sevviee wiU be subject to both financial and communications regulation.'' 

Thnr EFTS ConKmiasion's primary recommendations in this area were that: 

iUl- interested parties sho^d be allowed to con^pete in the EFT terminal and 
fs^wtem Bwrkatplace. 

CMy tine uoderlyiog communications transmission and distribution (trans- 
pMWSKi) facilities tised with the EFTS systems should continue to be regulated 
intd ^MH only as lonvg as siEefa regulation is considered necessary by appropriate 
MnHe sad Pedibal agiencies). 

In essence, the Commission recommended that EFT systems providers should 
KOt be regulated as eommunications carriers, although they should be permitted 
to tKliUze commuixieations carrier services as well as data processing services 
Wkere necessary. 

WkUe ike it»iu^ ^ regulatory juritdietion relating to electronic mes^offe services ie 
baA impartmsi and cemplex, its resotntion mxist be based on a more futhdrnnentedy 
ihre^uitd q^ueetion: Whether it is in the public interest to 'permit monopoly tfttrusion 
fn*or 1^ natp-cempetiiiye deetr&nic message service marketplace. 

My remarks thus far have addressed issues of regulatory jurisdiction with 
mspect to services which are impacted ])y regulation by some governmental 
a^mioy. I have characfteriied the USPS as a regulator although vt is different 
frpiti the FCC, of cotirse, in that it also operates the service it regulates. I would 
DOW like to foetus now on an even more important question, namely, whether a 
pifftlcizkar service should be subject to regulation at all. The issue is not merely 
Whether the Postal Service should become a resale carrier or whether existing 
(Ssatiet9 migli;fe enter joint ventures with the Postal Service; it is, fundamentally, 
ylfbMiet suA mew and innovative services should be provided competitively by 
the private sector with minimal Federal regulation or even in the total absence 
of regulatory intervention. 

In 1975^ the USPS requested the National Research Council to undertake a 
study of eleetroaic message systems with the objective of recommending "appro- 
pfiftte research, development and applications of this new tei^Miology for the 
nation's mail service." 

The r^rart cUstitngutshed between three classes of electronic message systems : 

Oett^aiion 1^ in which aU mail will be handled physically exeopt ferr selected 
eleeircnie links between major postal installations. 

Generation II — in which mail would be converted to electronic messages at 
poata£ iMtaUaiions near the originator and be converted into hard copy at a 
postal iflstftUatkm near the recipient; this is essentially the Mallgram type of 



Qeneration III whieh would be a completely electronic transmiseion in which 
battf copy may or may not be produced; the information flows from originator to 
rechpteBt only in electronic form. Generation III maU, according to the report, 
could involve existing distributions networks or the development oj a new distri- 
hmOon nettecfrk. 

The report recognized that it is not necessary and may not be des^able that the 
UdPB own and operate a complete message system. WhUe taking the position 
that reg;alatory k»ues related to Generations I and II could be desdt with under 
existing regulatory in-oeedures, the report also recognized that ''Generation III 
wEl undoubtedly raise difficult and complex national policy issues eonceming 
cempeHHen and regulation," Accordingly, the report concluded that the Congress 
should at the earliest opportunity address the adoption of a policy on electronic miessage 
services iheU best serves the nation^ the alternative being a test in court. 

Desipite this early recognition and clear recommendation by NRC, this kgislation 
wouid ftmd the Postal Service to move forward with the development of its own EMS 
ssfitemf toMout such national policy issues having been determined by either the 
Cimfreee er the eowrts. 

In his remarks introducing S. 3229, Senator Glenn stated, ''No attempt has been 
nuidft in this bill to prejudge the broaid policy questions yet to be made, such as the 
poesibilitv of Postal Service entry into large scale use of electronic transmission 
syalemA." But to mandate the Postal Service — a $17 billion regulated monc^oly — 
to enter the development of a system for the heretofore competitive EMS market- 
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place, without a thorough investigation of the policy issues, would set monopoly 
as our national electronic communications policy in the EMS area by fait accompli. 

It is recognized that this legislation simultaneously establishes a task force to 
look into the place of mail in our national communications structure. But Postal 
Service research is presently develofMng a prototype EMS system, and the funding 
proposed in Section 4 of this Bill would clearly permit it to continue on this 
course prior to a resolution of the competitive issue. This not only has a chilling 
effect on private ventures, it establishes a de facto poUcy with full Congressional 
knowledge. 

The Postal Service itself has questioned whether it should be in this competitive 
marketplace. As John J. Wise, Assistant Postmaster General for Resa^ch and 
Development, pointed out in testimony before the House Post Office and Civil 
Service Committee, last year: ''I don't think there's imanimity of opinion in the 
Congress, or press, or among the American people about the competitive aspects 
of [EMSJ. If private industry can do it, shoulchi't they? I'm asking a rhetorical 
question. I'm not proposing one way or the other. As we proceed some of these 
things are becoming clearer." * 

Indeed, they are becoming clearer. Former Postmaster General Benjamin Bailar 
seems to have answered Mr. Wise's rhetorical question two months later. In 
hearings before the Senate Subcommittee on Energy, Nuclear Proliferation, and 
Federcd Services, he remarked : 

Mr. Bailar. I personally feel that the Postal Service should go into electronic 
mail only when certain conditions are met: 

First off, there is a public need to be filled, where there is a financial return to it, 
[and] only if private industry is not willing or able to go into it. I don't think the 
Postal Service ought to move into electronic message systems or electronics fund 
transfers if private industry is willing and able to do it. 

Senator Glenn. You were quoted as saying the electronic network is a fundai- 
mentally different business where the Post Service has nothing to offer. You said, 
"If we jumped in, we would be acting in a predatory manner." 

Mr. Bailar. That is a correct quite.' 

And yet, the Postal Service is going forward with the development of its proto- 
type electronic message system. The USPS is currently developing this system in 
its research facility in Rockville, Maryland, and expects to have it ready for 
testing in 1981. Further, it is going forward with a million dollar experiment which 
will test an electronic message service in a joint effort with COMSAT. The serv- 
ice is to transmit messages between the U.S. (probably New York or Washington) 
and five or six other countries. The project calls for a one month demonstration 
in February 1979, followed by a one year field trial to determine market potential. 
In a related interview, Postmaster General William Bolger stated that the Postal 
Service is currently considering how it might usefully become involved in electronic 
transmission systems within the United States. 

Public policy considerations do not support postal service forclosure of part of 
the competitive electronic message service market. 

Senator Edward Kennedy (D-Mass.) has recently affirmed an extraordinarily 
important principle in reintroducing his Competition Improvements Act (S. 2626) 
in the present session of Congress. The Bill would complement various reform 
efforts related to particular regulated industries and would identify areas where 
regulation is no longer appropriate. While recognizing that some areas within 
the economy legitimately require regulation, the Bill would make it mandatory 
that an agency contemplating an action which would substantially affect compe- 
tition must first to make a finding that: 

(1) Such action is necessary to accomplish an overriding statutory purpose of 
the agency; 

(2) The anticompetitive effects of such action are clearly outweighed by the 
significant and demonstrable benefits to the general public ; and 

(3) The overriding statutory purpose cannot be accomplished in substantial 
part by alternative means having lesser anticompetitive effects. 

It is useful to apply the analysis of the Competition Improvements Act to the 
Postal Service debate. Is such action necessary to accomplish an overriding statu- 
tory purpose of the agency? We believe it is clear that the electronic movement of 
information is not within the Postal Service's present statutory mandate. How- 

1 Briefing, "Research and Development Into Electronic MaU Concepts by the USPS " 
Before the Subcommittee on Postal Personnel and Modernisation. House Committee on 
Post Office and Civil Service, 95th Conj?., Ist Sess. 16-17 (1977). ^ wu 

> Hearings, "Evaluation of the Report of the Commission on Postal Service,** Before the 
Bobcommittee on Energy, Nuclear Proliferation, and Federal Servioes, Senate Committee 
on Governmental AlTairs, 95th Cong.. Ist Sess. 70 (1977). ««ie« 
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ever, even if the Congress were to grant the Postal Service a statutory mandate 
which encompassed electronic message services, are the anticompetitive effects 
of such action outweighed by the public interest? There is, of course, a public 
interest in the efficient universal distribution of mail, although USPS need not 
develop its own EMS facilities in order to achieve this objective. 

Finally, can the objectives of the Postal Service be achieved by alternate means 
having less anticompetitive effects? Here, the Kennedy legislation introduces 
and extremely important principle: even recognizing the financial difficulties of the 
USPS, it is not justifiable to sacrifice a competitive market (EMS) solely to keep 
the Postal Service financially viable. As former Postmaster General Bailar pointed 
out in his testimony, "I [don't] think the Postal Service should move into some 
area for the sake of maintaining the Postal Service in its present size and scope, if 
private industry is willing and able to fill those functions."' Additionally, the 
Report of the Commission on Postal Services recommended that: "The Postal 
Service must have flexibility to meet changing circumstances and changing needs 
of the public. Postal services that become obsolete, especially as the result of 
diversion of mail to electronic communications, should not be continued."* 

There is no justification for placing the burden of a service which benefits 
the nation at large, the physical distribution of mail, upon a particular competitive 
marketplace, such as that for electronic message systems. Congress now recognizes 
the principle that the nation at large should bear the burden of the operation of 
nationwide mail delivery by awarding the Postal Service an annual "public 
service" appropriation, set at $920 million in the present legislation. Extending 
the postal monopoly to include electronic mail under the guise of "efficient, 
inexpensive, universal delivery" to the exclusion of competitive firms would shift 
the burden of nationwide delivery from where it is now — and where it belongs, 
upon the nation at large onto a single competitive marketplace. This woijld 
represent an abrupt about-face from current policy. 

Even beyond policy considerations, the electronic movement of information is 
not within the Postal Service's statutory mandate. 

The Private Express statutes grant the Postal Service monopoly in the carriage 
of mail by making it a criminal offense to establish a private express for the 
"conveyance of letters." A "letter" in current Postal Service regulations, is 
defined as "a message directed to a specific person or address and recorded in or on 
a tangible object." As noted earlier, however, a telegram is not a letter within the 
current regulations, and H.R. 7700 would strengthen the exclusion for telegrams 
by incorporating the present regulation into the statute. 

With respect to the transmission of messages by telephone or electronic com- 
munication links, an Assistant General Counsel of the Postal Service has issued a 
ruling as follows : 

A letter is a message directed to a specific person or address and recorded in or 
on a tangible object. ... A message, while being sent by telephone or electronic 
communications links, is not regarded as recorded in or on a tangible object. 
Therefore, while being so transmitted, the message is not considered a letter 
within the meaning of the statutes and regulations and the Private Express 
Statutes and regulations do not apply. 

If a message transmitted by telephone or electronic communication links is at 
some time reduced to a "hard" copy [the] . . . copy could, depending upon the 
nature of the message and the method of carriage, become subject to the Private 
Express Statutes and regulations if it is privately carried over post routes. . .. 

One can conclude on the basis of these definitions that an end-to-end (that is. 
Generation III electronic message service) is not within the scope of the Private 
Express statutes. One can further conclude, however, that the electronic link in 
Generation I and II services is similarly not within the scope of the Private 
Express statutes. 

This has two important ramifications : 

(1) The electronic link in a Generation I and II services, and all Generation III 
services, with respect to the Private Express Statutes, are open to competition. 

(2) While the Postal Service does have a monopoly in the physical movement 
of letters, it has no explicit statutory authority to transmit (convey) electronic 
messages. This conclusion applies both to the end-to-end electronic transmission 
in a Generation III service as well as to the electronic link in a Generation I or II 
service. 

It is recognized that there are those, including some within the Congress and the 
Executive Branch, who would disagree with these conclusions. The point is that 



* Report of the Commission on Postal Service, p. 6. 

* Id., note ••♦ at 71. 
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these issues have never been authoritatively decided either by the courts or by 
the Congress through more definitive legislation. A public policy determination 
needs to be made, and it must be made prior to Postal Service entry into electronic 
message systems. 

A Public Policy Proposal for Electronic Messaqe Systems 

Our Association would like to offer a proposal with respect to the very imiportant 
public policy determinations which must be made relating to electronic message 
systems. This proposal is broken down into a series of points although each has 
the same fundamental objectives: that the Postal Service monopoly should not be 
extended beyond the point necessary to implement a nationwide mail service; 
that customer needs beyond those of basic mail service can be best served by the 
eflficiencies inherent in a competititve marketplace; that where electronic com- 
munications services are involved, we should not have duplicative, inconsistent or 
unnecessary regulation; and that where underlying transmission facilities are 
involved for electronic communications, we should not have duplication of facil- 
ities in non-competitive areas. 

First, the monopoly granted to the Postal Service in the private express statut.es 
should not be extended to encompass the transmission of electronic messages. 

All Generation III electric message services, and the electronic link in Genera- 
tion I and II electronic message services should be open to competition. This 
should be the case whether or not such services might shift demand, as did long 
distance voice telephone, from the Postal Service. 

The fundamental rationale underlying this position, which I will elaborate upon 
later is that it is not necessary to extend the postal monopoly in order for Postal 
Service to avail itself of the cost efficiencies of new electronic technology. 

But equally important is a very real fear that if the postal monopoly were 
extended to electronic message services, there would be strong economic incentives 
for the Postal Service to define such services as broadly as possible. Historically, 
the Postal Service's definition of a "letter" has been hi^y revenue-driven; 
once given a mandate in electronic message services, the Postal Service could 
well assert the claim that most forms of business data communications were 
a form of electronic message services and, therefore, within the Postal Service 
monopoly. 

Second, the Postal Service should not be an underlying provider or developer 
of electronic message systems terminal equipment, switching devices, transmission 
services or entire EMS systems. 

I use the term "underlying" in the same sense in which it is used in the common 
carrier industry with respect to transmission services, to distinguish firms which 
provide underlying facilities from those which may purchase and resell the use 
of such facilities or an enhanced service. 

Third, any Postal Service participation in electronic message service should 
exclude the offering of competitive data processing services. 

The history of communications common carrier regulation is pervaded by the 
issue of cross-subsidy and the Federal Communications Commission has spent 
a substantial amount of its regulatory life attempting to insure that monopoly 
communications services do not subsidize competitive communications or data 
processing services. Given the opportunity and the enormous economic incentives 
for carriers to eflfect such subsidies, this represents a very serious problem in 
regulatory enforcement, as well as a major anticompetitive force. 

Although the Postal Service monopoly is in mail rather than electronic com- 
munications, the opportunity and incentive to subsidize competitive data proc- 
essing services would obviously exist. Further, we have seen in the communications 
industry that electronic message services ofiferings such as AT&T's proposed 
Advanced Communications System, have enormous potential for offering data 
processing services and for providing opportunities to subsidize such services 
through monopoly carrier revenues. Regulatory history has also shown that a 
requirement to offer competitive services through a separate subsidiary does not 
eliminate the problem of cross-subsidy. For these reasons, we believe it of upmost 
importance that the Postal Service be restricted from the offering of any kind 
of data processing service, whether directly or through a separate subsidiary. 

Fourth, and very important, whether a given electronic system, service or piece 
of hardware were subject to regulation or not should be solely determined by the 
Federal Communications Commission. 

This point contemplates continuation of existing pro-competitive FCC policies, 
and I stress that it is not a call for additional FCC regulation. Rather, it is a 
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suggestion that if a> regulatory issue must be resolved with respect to electronic 
services or equipment, that only the FCC should have jurisdiction, not the Postal 
Service or any other Federal agency. 

The merits of this aspect of our proposal have already been embraced with 
respect to banking systems by the National Commission on Electronic Fund 
Transfers, which recommended: that bank regulatory institutions should not have 
jurisdiction over communications services; that only underlying transmission 
services should continue to be regulated by the FCC and then only where necessary 
and appropriate; that EFT systems should not be classified as communications 
common carriers; and that terminal equipment should be totally deregulated 
except for compliance with the FCC registration program. 

The rationale for FCC jurisdiction is very straightforward: as electronic message 
services shift the demand from the Postal Service, there are no good policy grounds 
for creating a second regulatory regime to deal with questions already addressed 
by the FCC relating to other electronic communications services. In particular, 
this includes the FCC's major policies in three key areas, which have been carefully 
developed over the past two decades. These are: 

The extent to which competition can be introduced into the communications 
Industry, and the relationship between monopoly and competitive services in 
such an industry structure; 

The policy requiring equitable access to all common carrier facilities, including 
interconnection with other carriers as well as access directly by subscribers. 

The relationship between regulated communications services, and non-regulated 
data processing services. 

It IS specifically intended in our proposal that the Postal Service, like any other 
entity wishing to offer underlying transmission facilities or resale communications 
services, would, make application to the FCC. And the FCC, accordingly, would 
consider such service applications within the context of its overall policies and its 
statutory objectives for our national communications system. 

Let me briefly outline some of the regulatory factors which might be taken into 
ficcount in the FCCs analysis of EMS services. 

Even if the Postal Service is not permitted to be an underlying producer or 
developer of electronic message systems, there remains a very difficult set of 
questions regarding the Servicers role as an operator of an electronic message 
service. Allowing the Postal Service to procure electronic message services for 
the electronic link in a generation I or II service is attractive in the sense that the 
utilization of such technology could help the efficiency and, therefore, the financial 
situation of the Postal Service. And one might argue that so long as the basic 
service being enhanced was mail service, that is, the movement of paper letters, 
and so long as such enhancements were procured from competitive firms, the 
anticompetitive impact of such Postal Service entry into the electronic services 
market would be minimal. 

However, the problem in this approach is that it raises very serious regulatory 
and competitive questions in the transition from Generation II services to Gen- 
eration ill, or end-to-end, electronic message services. 

It is generally recognized in the common carrier industry that the sytem of 
local distribution represented by the Bell operating companies and the independent 
telephone companies is the heart of monopoly telephone service. There is very 
little disagreement that this aspect of common carriage exhibits "natural mo- 
nopoly" characteristics. It does not make sense to string more than one wire into 
each home or to have duplicate transmission wire and switching devices in every 
community. For the same reasons, it would not make sense to allow the Postal 
Service to establish or build underlying local distribution facilities as demand 
shifts from the paper local distribution system (the labor force of letter carriers) 
to an electronic system. So clearly, there are strong grounds in the local distribu- 
tion area to restrict the Postal Service from being a monopolist or competitor with 
respect to underlying local distribution facilities. 

There are also strong grounds for precluding the Postal Service from being a 
manufacturer of terminal equipment for end-to-end electronic message services. 
The FCC has concluded, after lengthy and careful deliberation, that the terminal 
equipment market should be entirely open to competition. It is possible, however, 
that the Federal Communications Commission's registration program for terminal 
equipment could include provisions for registration of a basic, standard electronic 
message service terminal. And, similar to the situation with telephone terminals, 
the registration program might specify a set of minimum characteristics for an 
inexpensive, widely available EMS terminal, while vendors could offer more 
sophisticated terminals as well. 
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The remaining question of who provides local distribution services for electronic 
message services is ultimately the most diflBcult. The options, of course, are the 
private sector or the Postal Service. And the result, I submit, will be heavily con- 
tingent on whether our policy toward electronic message systems requires uni- 
versal service. If it does not, then clearly the private sector is the appropriate ve- 
hicle to pjrovide the seryice. 

There ie a need for both policy and technical research reletting to the place of elec* 
ironic message systems in our national communications structure. (jovernmerUal 
development of prototype EMS hardware or systems j however , should not be funded 
under any circumstances; and even if the subcommittee disagrees with this latter con/* 
dusiony the expenditure of substantial Federal funds on prototype hardware and systemg 
development is clearly premature in light of the policy and technical issues which are 
currently unresolved. 

While it is our position that S. 3229 should be consistent with the broad and 
fundamental principles which I have outlined, it is clear that the Task Force 
on Mail and Communications, which is proposed by Section 10 of this Bill, 
should be the vehicle for resolving the major policy issues which must be addressed 
in this area. 

We believe it is equally clear, however, that the Postal Service should not have 
carte blanehe in the interim to spend hundreds of millions of dollars in a com- 
prehensive program of research and development which includes, at their discre- 
tion and without limitation, electronic services. 

To fund Postal Service research and development at, potentially, a billion 
dollar level — ^which it could well total over the years — ^in the absence of major 
policy determinations relating to electronic message services, is to place the 
Postal Service in a very diflBcult dilemma. Either it must adopt an aknost aimlese 
research design which would be unlikely to achieve useful results, or it must 
adopt a research design which would prejudge major policy questions. Either 
alternative is clearly undesirable. 

At the very least, given the major unresolved policy questions involved, this 
enormous amount of Federal funding could be misspent in areas which have 
little to do with the Federal government's ultimate role in electronic message 
systems. But beyond this, it would seriously prejudice the resolution of the under- 
lying policy issues. If this research program is allowed to go forward in its pro- 
posed form. Congress will ultimately be faced with the argument that unless the 
de facto policies which have been presumed in the Postal Service's multi-miUioa 
dollar research program are in fact adopted, this enormous Federal investment 
will have been wasted. Or alternatively, the argument will be that the Congress, 
in approving such major funding and in leaving the disposition of these funde 
to the discretion of the Postal Service, in fact gave tacti Congressional approval 
to a Postal Service-determined policy and program in the electronic message 
service area. 

We would, however, wish to offer an affirmative proposal for research which 
could be conducted in the current context of unresolved policy and technical 
issues. This proposal is based on a categorization of research and development 
relating to electronic message services into three distinct categories : 

Policy research addressing the fundamental competitive and regulatory issues 
of the type which I have described. 

Technical research relating to the technical options which are available with 
respect to electronic message services, and the way in which such options might 
be utilized by the Postal Service. 

Prototype hardware and prototype system development for components of an 
EMS system or for an entire EMS system. 

Based on these distinctions, we would propose the following approach to Federal 
research relating to electronic message systems. 

There should be no Federal funding for the development of prototype EMS 
hardware or of a Prototjrpe Electronic Message system. 

It is our position, as stated, that the Postal Service should not be an under- 
lying provider of electronic message svstems. In this context, it would be inap- 
propriate at any stage for the Postal Service to develop prototype equipment or 
a prototype system. 

Notwithstanding our own position, however, it would clearly be premature for 
the Postal Service to go forward with hardware or system development, since 
there has not yet been a public policy determination on this issue in an authorita- 
tive forum. 

Postal Service research of any kind should embrace existing principles of related 
public policy. 
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These principles are essentially those which I have outlined: that the monopoly 
grant given to the Postal Service does not extend into the electronic movement 
of information; that it is inappropriate for the Postal Service to be a manu- 
facturing entity or an underlying EMS service provider; and that any electronic 
services contemplated by the Postal Service shall be within the constraints of 
Federal Communications Commission policy relating to communications common 
carriers. The implications of this latter point are that the Postal Service lacks 
authority to be either an underlying common carrier or a resale common carrier, 
and that the Postal Service should be prohibited from duplicating monopoly 
local distribution facilities for electronic communications. Finally, on policy 
pounds analogous to those for monopoly communications carriers, the monopoly 
Postal Service should not be permitted to engage in competitive data processing 
services of any type. 

It is neither necessary nor appropriate to build an internal capability in the 
Postal Service to conduct technical research relating to electronic message systems. 

Technical research relevant to Postal Service activities could usefully address 
such questions as the manner in which the Postal Service might contract with 
communications carriers to provide the electronic link in Generation II services, 
and the technical limitations and options relating to the local distribution aspect 
(Post OflBce to recipient) of Generation III services. However, high quality 
research of this nature is available from either the private sector or from the 
recently-established National Telecommunications and Information Adminis- 
tration. It would be both redundant and wasteful to establish such a research 
capability within the Postal Service itself. 

Policy research relating to electronic message systems should be performed by 
the task force established in section 10 of this bill and not directly by the Postal 
Service. 

Many governmental and private entities beyond the Postal Service are directly 
involved in the provision or regulation of electronic message services. The basic 
policy questions relating to electronic message services should, therefore, be 
addressed from the broader perspective of the proposed Task Force on the Mail 
and Communications. 

- For the same reasons, we believe the Subcommittee should consider giving 
responsibility for technical research relating to electronic message services to 
the Task Force as well. If this latter option were adopted, then the research 
funding made available in Section 4 of the Bill should instead be made available 
to the Task Force, for the purpose of obtaining such research under contract. 

As already noted with respect to technical research, the National Telecom- 
munications and Information Administration could be a resource for policy 
research as well. 

The task force on mail and communications should be established, but its 
composition should be balanced and should be specified in the present legislation. 

As I have outlined in this testimony, electronic message services relate broadly 
to multiple regulatory jurisdictions within the Federal government, as well as 
to the private sector which is moving forward with innovative new service offer- 
ings. We believe it is of great importance, therefore, that the Task Force be 
balanced in a manner such that all relevant policy options will be carefully con- 
sidered. We would propose that this Bill specifically enumerate the Members of 
the Task Force as follows : 

Federal regulatory agencies (for representatives in total) consisting of: 

The Postal Service (one representative). 

The Banking Regulatory Agencies (one representative). 

The Federal Communications Commission (one representative). 

The National Telecommunications and Information Administration (one 
representative). 

Private sector representatives (four in total) consisting of: 

Resale common carriers (one representatives). 

Data processing equipment companies (one representative.) 

Data processing service companies (one representative). 

A representative consumer group (oue representative). 

Finally, in order to ensure that competitive options are fully considered, we 
would recommend that private sector industrial members of the Task Force 
(resale carriers, and data processing service and equipment companies), in addi- 
tion to contributing to the overall report of the Task Force, produce a separate 
report outlining their collective ability to respond to the EMS marketplace. 
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CONCLUSION 

These points, Mr. Chairman, constitute our specific proposals relating to 
S. 3229. I will be happy to provide further details either in answering your ques- 
tions or for the record. 

In summarizing, I would emphasize that we do not wish to restrain the Postal 
Service from operating more efficiently through the use of technology. It is our 
strong belief, however, that the Postal Service should not move forward in this 
area in the absence of a prior Congressional determination of the fundamental 
issues of national telecommunications policy which are at stake. 

Thank you. 

Questions of the Committee and the Answers Thereto 

Question 1, In your prepared testimony, you argue that the Postal Service* « 
potential involvement in EMS has a chilling eflfect on private ventures. However, 
at another point in your testimony, you cite a number of private companies that 
are already in the EMS business. There seems to be a contradiction here. Can you 
reconcile it? Can you provide any evidence of the chilling effect? 

Answer. There is no contradiction here, in that the thrust of our testimony is 
that there would be a larger number of competitive EMS offerings but for the 
existing context of Federal regulatory uncertainty. 

It is difficult to submit strict evidence of the chilling effect of the present regu- 
latory environment, since non-entry is rarely documented in FCC or other regu- 
latory proceedings. However, a recent major report conducted for the Federal 
Communications Commission concluded the following with respect to the FCC 
itself.i 

Based on the interviews conducted during the course of this project, it is our 
judgment that considerable confusion exists in the minds of EMS service providers 
and users (both existing and potential) on the implications of past FCC decisions 
for EMS; in some cases, this appears to have retarded market activity. The con- 
fusion is, in part at least, the result of having to consider not one, but a series of 
FCC rulings. Among those noted by our interviewees were: The First Computer 
Inquiry; The Specialized Carrier Decisions beginning with MCT; Carterfone; 
Packet Communications and subsequent value added services; The Dataspeed 
40/40 Decision (s) ; The Ruling in Resale and Sharing; Registration; SBS Approval; 
The Second Computer Inquiry. 

Clearly, the logic of this conclusion applies equally to the additional unr^ertainty 
provided by potential jurisdiction of both the Postal Service and the Electronic 
Banking Community; in the case of the Postal Service, of course, jurisdiction 
entails market entry. As a matter of basic logic, we believe it is apparent that an 
entrepreneur and its potential financial backers will be deterred to some degree 
by the additional risk associated with (1) the prospect of Federal reojiilation by 
one or more agencies, (2) the unknown specific substance of such regulation, and 
(3) in the case of the Postal Service, actual market entry. 

Question ;?. As a potential benefit from USPS involvement in EMS, both Mr. 
Geller and Mr. McLaughlin cite the possibility that postal involvement might 
result in a universality of service, which would not be provided by a competitive 
marketplace. Does it really make sense to subsidize a second electronic message 
system, to achieve universal service, when we already have one in the switched 
telephone network? If we are going to be in the business of subsidizing universal 
service, isn't the phone service enough — combined with traditional mail service? 

Answer. The universal service issue with respect to EMS is a fundamental one. 
We cannot intelligently address the issues relating to how EMS service is to be pro- 
vided in our country without knowing in advance whether universality of service 
is to be a goal. If universal service is not established as our national policy for 
EMS, then there is little justification for Postal Service entry into this field. 

We presently have a universal service policy in two areas: voice telephone and 
traditional mail. These services are provided, respectively, by a de facto monopoly 
(AT&T) and a de jure monopoly (the Postal Service). The question which the 
Congress must consider is whether this status quo should be changed. 

Given universal service in these basic services, it would seem that more sophis- 
ticated services such as EMS or data processing could well be provided solely 



»Kelba Bowen Associates, Electronic MessajEre Systems: The Technological. Market and 
BefTolatory Prospects, report to the Federal Communications Commission, April 1978, p. 181^ 
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on a competitive basis. The primary virtue of this approach, of course, is that the 
service is not provided in areas where it is not economically justified. 

Further, there is no good evidence for assuming that competitively-provided 
EMS would not provide near-universal service. It the service were sufficiently 
useful, and the price sufficiently low, we could expect to see EMS services as 
ubiquitous as, for example, television. 

Finally, as noted in our testimony, whether or not EMS is to be a xmiversal 
service, it would be undesirable for the Postal Service to build imderlying facilities 
for such a service. Particularly in the area of local distribution, we aheady have a 
transmission network in place in the AT&T and independent telephone operating 
companies. 

Question 3. It has been suggested (Dennis Woywood, RCA, House Hearings on 
Postal Research & Development, April 13, 1978) that postal involvement in EMS 
might stimulate rather than depress the industry by instituting substantial govem- 
i^ent procurement and, thereby, driving down prices and attracting equipment 
manufacturers. This has happened in other high technology industries, notably 
the aircraft industry. Does it seem reasonable that this might happen in EMS? 

Answer. There is no reason to believe that Postal Service involvement in EMS 
would stimulate the equipment industry any more than private sector involvement 
of the same scale. It is clear that both private industry and communications 
common carriers are desirous of entering the EMS marketplace at this time, to 
the extent that such service offerings are not vulnerable to displacement by later 
Postal Service entry as a monopoly provider, or subject to competition from 
services which might be subsidized by monopoly Postal revenues. 

With respect to the market for EMS services, in contrast to related equipment, 
it seems highly doubtful that Postal Service entry would stimulate other EMS 
service oflferings. 

In contrast, if the Congress were to resolve the public policy issues related to 
Postal Service involvement in EMS, and in doing so, either preclude or clearly 
delimit any Postal Service role, we believe that it would be a major stimulus for 
private EMS service providers to move forward with further offerings. 

Senator Schmitt. Thank you, Mr. Nyborg. 

Our fourth and final witness of the panel is Mr. John McLaughlin, 
executive director of the program on mformation resources policy at 
Harvard University. Welcome, Mr. McLaughlin. Your entu'e state- 
ment will be included in the record if you wish to summarize. 

STATEMENT OF JOHN F. McLATTOHLIN, EXECUTIVE DIEECTOE 
OF POSTAL AND ALUEB AEENAS AT HAEVAEB UNIVEESITT'S 
FEOGEAM ON INFOEMATION EESOUECES POUCT 

Mr. McLaughlin. Thank you, Senator. 

I think all the other witnesses are known to members of the com- 
mittee. I should explain where I come from. 

Senator Schmitt. We know you come from Harvard. 

Mr. McLaughlin. Right. 

Senator Schmitt. Having been at that institution myself, that's 
sufficient credentials. 

Senator Ford. That's only one opinion. 

Mr. McLaughlin. Being a Princeton man myself — ^let me start. 

We conduct a policy research program which is supported hy 70- 
some organizations who have diverse and conflicting stakes in infor- 
mation policy. Our supporters include the Postal oervice, National 
Telecommumcations and Information Administration, and Computer 
and Communications Industry Association, as well as A.T. & T., IBM, 
Southern Pacific, the communications workers and a host of others 
with interests in the subject of electronic message services. 

Between 1964 and 1977 I was an employee of the U.S. Postal Serv- 
ice, the last 5 years of that time serving as Director of the (M5ce of 
Strategic Planning. 
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I am testifying today in a personal capacity, not as a representative 
of Harvard, our program, or any of its supporters. 

For today's session, I have been asked by the subcommittee staff 
to address the future market for EMS services given the presence or 
absence of USPS ventures in this area. At the risk of making some 
silly prognostications, I will attempt to give my own version of future 
developments in this field. 

Before speaking of the future, however, let me make an observation 
about the present. I believe that there is a tendiency, in some circles 
to talk of Electronic Message Services as something just emerging. 
For better or for worse, however, we are not starting this discussion 
with a blank slate. Over the past century we have seen the development 
of a universal electronic message service called the telephone system. 
Not only A.T. & T. but also Southern Pacific, Western Union, Ty^" 
share, MCI, the Federal Reserve Board and others are operating a 
variety of systems which one would classify as electronic message 
systems. Thus, while we may talk of introducing new technologies or 
revising regulatory ground rules, we must remember that there are 
substantial institutions already playing in the EMS field. 

What differentiates the future from the present is. our e^^pectation 
that the market for electronic message systems \^dll grow dramatically. 
The reason for that demand I think has very little to do with the 
availability of the technology, but it stems from the importance of 
information as a basic resource. 

Information today must be considered like energy, materials, 
people and capital, and like these other resources, it's a valuable 
commodity in itself, but more importantly, it is the resource which 
allows civilization to integrate and plan and manage the use of all 
those other resources. 

Every major institution in this country is devoting more and more 
of its resources to acquiring, processing and transmitting information. 
According to widely acceptiBd figures, information activities account 
for more than half of our gross national product and more than half 
of our work force. Thus, whether we are ready for it or not, we have 
moved into the information age. 

The profitabiUty and survival of many institutions depends increas- 
ingjy upon thieir ability to manage the information resources they 
need to manage thieir business. Many, if not most, organizations have 
became aware of this fact. As a result, there are companies willing to 
spend tremendous amounts of money to.purcha^or to have access 
to electronic systems which will either reduce the cost of their informa- 
tion activities or which will provide them with more accurate, more 
complete or more timely information. And, to make information 
cheaper, more accurate, more complete or more timely, one needs 
bi^er and better electronic message services. Thus, the demand for 
EMS is here and growing. 

Not surprisingly, there also exists a host of companies anxious to 
supply this market. There are traditional suppliers like A.T. & T. and 
Western Union who would love to offer new services sometimes based 
upon new technologies. And there are specialized common carriers, 
vendors of value-added services and others who would Uke to expand 
their present services or to offer new ones. 

• The current shortcomings of new EMS services are not due to a 
liiclt of demand, or a lack of supply, or a lack of capital, but to legal 
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and regulatory problems. Assuming eventual resolution of the politi- 
cal issues at stake, electronic message services will proliferate. 

Now how does this general outlook change with Postal Service in- 
volvement in the EMS business? The answer— or answers — to that 
question depends upon the ground rules which are estabhshed; for 
USPS entrjr. 

In thinking about those ground rules, I believe we should consider 
the institutional nature of the Postal Service. In recent years we have 
heard much of its problems and liabiHties, including its traditional 
pubhc service obligations. But, let's not forget its assets. For example, 
USPS has a monopoly on $7 or $8 billion worth of business as defined 
by the Private Express Statutes. Last year it received from Confess 
approximately $15 biUion in direct operating subsidies. Effectiyely 
if not technically, it enjoys the full faith and credit of the U.S, Gov- 
ernment in financial markets. It holds the power of eminent domain 
and it possesses police powers— and a sizable police force. It also 
enjoys freedom from Federal, State and local taxes. What we i are 
describing here is not your typical corporate competitor, but a Gov- 
ernment agency. 

Not surprisingly, a lot of people get very uneasy when confronted 
with the possibility of competing against Government agencies — rand 
when we consider this list of advantages, I think we can understand 
why. A self-agffrandizing and unchecked Postal Service could injliro- 
duce chaos in the future market for EMS services. 

I personally consider many of these fears to be unfounded or over- 
stated, but I understand them and recognize them to bp one more 
uncertainty in a business where explosive technology and regulatory, 
judicial and legislative decisions are making life uncertain to begiu 
with. I believe that Congress has the opportunity at this tinae to 
develop some principles and ground rules for Postal Service involve- 
ment in electronic message services that would eliminate some of th§ 
imcertainties both for the Postal Service and the vast commimity 
of potential competitors in the, EMS field. 

I w;ould start, for example, with the premise that USPS should, not 
be excluded from the field, a priori. Postal problems are too important 
and too complex^ and technology is too vibrant and too promisdng, 
so as to categorically and arbitrarily keep USPS from exploring, new 
opportunities for cost reduction or the generation of new revei^ues. 
I think that there is a chance — not an overwhelming one but a sig- 
nificant one — that USPS can evolvjB a systems concept using ,i^e\5r 
technologies that will alleviate its current financial ills without dicing 
harm to the Nation's economic and social fabric. 

Such an EMS concept must^ of course, meet a variety of tests;. 

Will it be beneficial economically to the Nation as a whole, not iust 

uspsT\ ' ; ■ .^ ; ^ . ^ . _ , .; . 

WiU it provide improved services, at a politically and soci^y 
acceptable cost, to people who would not otherwise have. access to a 
njarket responsive system? :i 

. , Are the social gams inherent in a postal operated EMS sufficient 
to. offset the innovation and management competition to be expected 
from the. free play of market forces? . ' , 

These are difficult questions of political economy which. the xjom- 
^pittee has seen, before in debates on, telephone, broadcs^tiiig, c€),ble, 
I etcetera. They We as basic and as important as similax .(iej5a|ies.,on 
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airline, trucking, or rail transportation. Or, for that matter, not that 
much different frona those on national health insurance or tax policy. 

Given their political nature, they should be resolved in a political 
forum— with the best social, teclmological, political, and economic 
ammunition available to all concerned. That forum is not L'Enfant 
Plaza, as I am sure that Mr. Bolger and his recent predecessors would 
agree. Nor, given the complexity of the issues involved, is that forum 
necessarily limited to the postal committees of the Congress. 

Thus, while I believe that the Postal Service should be allowed and 
even encouraged to engage in research and testing concerning EMS 
alternatives, I think that Congress — and the White House — ^should 
exercise definitive and final judgment as to any capital commitment 
that USPS might niake toward the deployment of an operational 
system. 

If USPS wants to deploy such a system, they should be required to 
come before Congress to explain the economic and social advantages 
that justify their entry into this field. That would be a high hurdle 
and tough test for USPS, but given the importance of tne public 
policy issues involved and given the unique institutional advantages 
that accrue to the Postal Service as a Government agency, I don't 
think it's unwarranted. If USPS can convince the Congress that they 
are better suited to provide certain services than A.T.&T., IBM, 
Western Union, and all of the other players from the private sector — 
more power to them. 

Thank you, Mr. Chairman, for your kind invitation to express my 
views on this important issue. 

[The following information was subsequently received for the record:] 

Questions of the Committee and the Answers Thereto 

Question 1, Postmaster General Bolger said in his testimony that if people 
leave USPS because of EMS, the people left to be served by USPS would have 
very expensive mail costs. Do you agree or disagree, and why? 

Answer. I am inclined to agree with Postmaster General Bolger. While the 
documentary evidence is less than overwhelming, there appears to be reason to 
believe that the U.S. Postal Service may enjoy economies of scale, particularly in 
the delivery function. If we assume that the local letter carrier will continue to 
deliver mail to every household and business six days each week, but EMS diverts 
a measurable proportion of the volume handled by USPS, Postal revenues will 
decline more than postal costs. Given such a situation, USPS would be required 
to raise postage rates for those who continue to use conventional postal services 
or to seek ever larger subsidies. 

It should be noted that the type of electronic message services ofifered — and 
thus the types of diversion which occur — affect this outlook. It is seldom rec- 
ognized or acknowledged, for example, that USPS does not "deliver" somethins 
like half of all first class mail: Most large firms, for instance, collect their mail 
at the post office. If a near-term EMS diverts mail volume that normally flows 
between such fii'ms (a likely occurrence), postal revenues would decUne propor- 
tionate to every piece of mail diverted, wnile postal costs would remain almost 
unchanged. 

QueHion B. I understand that you have a great deal of knowledge about the 
Postal Service generally. Would you care to comment on the recent postal service 
offering in the field of Express Mail, a field in which the Postal Service entered a 
competitive market? Is it your opinion, in particular, that the rates that the 
Postal Service is charging for Express Mail are reflective erf their costs, or is cross- 
subsidy from their monopoly services going on there? 

Answer. Given the fact that I departed the Postal Service almost one arid one- 
half years ago, and given the fact that revenue and lost anal3rsis data normally are 
reported witk a lag of upwards of a year, I>cannot claim any information concerning 
.possible specific cross-subsidization of Express Mail service. 

It should be noted, however, that the existence of a cross-susidy to Express 
Mail would not be surprising. The Postal Service, like many public utility tuno- 
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tions, incurs a high proportion of costs which are joint or common to all or many 
of its services. The allocation of such joint and common costs to individual services 
necessarily becomes an arbitrary and "political' ' process. There is no pure or easy 
way of deciding whether such allocation decisions result in "too much'* or "too 
little*' being assigned to specific service such as Express Mail. 

It is my understanding that after examination and hearings, the Postal Rate 
Commission has recommended a schedule of rates for Express Mail based upon 
their conclusion that the service is not being subsidized by other postal services. 
Those parties who disagree with the Postal Rate Commission can litigate its 
findings. Since Congress has established the Postal Rate Commission, its guidelines 
for recommendmg rates and a judicial appeal process for re-examination of the 
Commission's findings, I believe it might be premature to second guess their 
conclusions at this time. 

Question 3, You state that, "Congress has the opportunity at this time to de- 
velop some principles and groundrules for Postal Service involvement in Electronic 
Message Services that would eliminate some of the uncertainties both for the 
Postal Service and the vast community of potential competitors in the EMS 
field." Do you have any specific suggestions as to what those rules should be? 

Answer. In my testimony of August 2 I implied some general principles and 
groimdrules that Congress might wish to consider. More specificaUy: 

First, and foremost, any Postal Service effort to provide an operational EMS 
should require prior approval of the concept by Congress. Adoption of such a tenet 
would allow for the fullest public examination debate of a USPS efifort. 

Secondly, I believe that any Congressional approval of a USPS EMS should 
specifically stipulate what degree of monopoly protection — if any — would be 
allowed such a system and the accounting groimdrules governing possible cross- 
subsidization between EMS services and existing monopoly services. 

Thirdly, I would suggest that Congress establish some limits as to the funds, 
timing, and extent of any Postal Service "testing" of electronic services. Such limits 
should be liberal and reasonable but finite. (In this regard, incidentally, I do not 
consider that another short-term deadline such as May 1, 1979 is very reasonable). 
I would be inclined to consider — civen the scope of a meaningful efifort — that any 
"test" exceeding $"X" million, Y" years, or "Z" metropolitan areas might be 
considered as an "operational" system rather than a test. 

It is my impression, by the way, that Mr. Bolger agreed explicitly with the first 
two of these items during the hearings and also recognized the potential for abuses 
concerning the third. 

Question 4. As a potential benefit from USPS involvement in EMS, both you 
and Mr. Geller cite the possibility that postal involvement might residt in a uni- 
versaUty of service, which would not be provided by a competitive marketplace. 
Does it reaUy make sense to subsidize a second electronic message system, to 
achieve universal service, when we already have one in the switched telephone 
network? If we are going to be in the business of subsidizing universal service, isn't 
the phone service enough — combined with traditional mail service? 

Answer. These are the most interesting, most important, and least answerable 
of this set of questions. 

If the telephone system provided — or was allowed to provide — all of the serv- 
ices that an electronic message system provided — and if "we" were subMdizmg it 
("we" being some taxpayers and/or some classes of users)? — I would believe that 
one system might well be sufficient. For better or for worse, however, the telephone 
system does not, and under current groundrules, perhaps cannot provide all of th& 
services that an electronic message system might provide. And, if the telephone 
system were to provide more of these services, I am less than confident that w& 
could assume the continuation of traditional mail service as currently imderstood 
(for the reasons discussed in my first response). 

I believe that Mr. Geller and I both were suggesting that something approaching 
"universal" service in communications contributes to the essential infrastructure 
of our national economy. The ability to "contact" someone (by mail if not by 
phone) on the first try — ^more or less — is a critical ingredient in our daily way of 
life. Over the years Congress has attempted to assure such certainities of life and 
commerce by a multitude of means including subsidies to the Postal Service, REA 
loans, AMTRAK and CONRAIL fimding, and the construction of the Inter- 
state Highway System. 

If Congress felt comfortable with the idea that a single transportation medium 
could provide universal service most efficiently, presimiably all Federal "sub-^ 
sidles" could go to just highways, just rail, just air, just marine, just rapid transit^ 
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etc. Presumably, however, there are disadvantages to leaving all commercial 
transportation subject to the vagaries of truckers, teamsters, and the ICC. 
Communications must be viewed similarly. 

Question 5. It has been suggested (Dennis Woywood, RCA, House Hearings on 
Postal Research & Development, April 13, 1978) that postal involvement in EMS 
might stimulate rather than depress the industry by instituting substantial govern- 
ment procurement and, thereby, driving down prices and attracting equipment 
manufacturers. This has happened in other high technology industries, notably 
the aircraft industry. Does it seem reasonable that this might happen in EMS? 

Answer. I agree with Mr. Woywood that postal involvement in EMS might 
stimulate industry activity through large USPS procurements of hardware and 
services. I tend to question, however, both the importance and desirability of such 
government stimulus when considered as a goal in itself. 

As I noted in my testimony, the telecommunications and computer industries 
are booming, including those elements concerned with EMS. Telephone industry 
revenues exceeded $40 billion in 1977. Spending for computer equipment, software, 
and services probably exceeded $30 billion. If we consider the research and devel- 
opment and investment spending of these and a number of related industries, it 
appears that USPS would have to spend billions on EMS to provide a measurable 
stimulus to the overall industry. 

Postal spending, of course, could influence the direction and nature of the in- 
dustry. Looking at the analogy to the aircraft industry, however, one might ques- 
tion the long term value of such efforts. The "stimulus" by government to develop 
new generation aircraft caused Lockheed to develop the C5-A and the LI 001, but 
it also resulted in the Federal "bailout'' of Lockhead. Seettle, Cocoa Beach, Florida 
and a host of other communities around the nation demonstrate some of the perils 
and vagaries of such stimulus. 

Senator Schmitt. Thank you, sir. 

By your remark that the discussion would not be Umited to postal 
committees, I presume you agree with including the Subcommittee 
on Communications. The committee thanks you for your testimony. 

I would like to ask one or two questions just to make sure we have 
all the essential information for the record, and then I will yield to 
Senator Ford for his questions and then I will probably have some 
more. 

Other than Mr. Geller\s suggestion that the task force outlined in 
section 10 of the bill, S. 3229, report also to the President and Congress, 
do any of you have specific changes in the wording of section 10 that 
you would like to recommend at this time? 

Mr. BoLGBR. Not specific changes with me, Senator, but we are 
still looking at this being less than a formal task force and we would 
like to recommend some specifics and we will get it to the committee; 

Mr. Geller. It may be that the task force called for in section 10 
would not be the most appropriate mechanism for studying this par- 
ticular issue. That task force is to advise the USPS on a number of 
technical issues that have nothing to do with the electronic message 
service and how that service might interface with the private sector. 
If you use a task force concept — and this is a matter for the judgment 
of the subcommittee and the Congress — you may need to form an- 
other task force reporting to the Congress and to the Executive, leav- 
ing the section 10 task force to deal with the USPS. In other words, 
you might want two task forces. A lot of engineers and technicians 
might be placed on the section 10 task force because their professional 
advice would be best suited for the issues other than the one involved 
here.. 

For this particular issue of policv you might involve economists, 
political scientists, and engineers. Also, you might wish to factor in 
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industry people, as recommended by both the private sector and the 
postal sector. 

Senator Schmitt. Do you feel that the study that is about to begin 
or has begun in the Office of Technology Assessment and which i& 
apparently looking at a variety of electronic communications systems 
might be the forum for this? 

Mr. Geller. I have raised this idea with my people and we agree 
that this is a possibility. Congress has created the OTA and if you 
believe you will get the necessary information from that agency,, 
there's no need to set up a separate task force. As I said, we are study- 
ing it also, using our own procedures and policies, and we intend to- 
extend to the Congress whatever help it requests. In short, we are not 
saying that you have to have a separate task force; OTA is a 
possibility. 

Senator Schmitt. Well, if you have a specific recommendation or 
alternative recommendations, the conmiittee would appreciate that. 

Mr. Geller. We would be glad to supply you information on how 
a task force — or other mechamsm — could be structured to deal with 
this issue. 

Senator Schmitt. Mr. Nyborg. 

Mr. Nyborg. Senator Schmitt, with respect to section 10, we have 
made specific recommendations in the text of our testimony. The main 
point, as outlined at length in our testimony, is that there are at least 
three regulatory domains involved in this issue — the FCC, the Postal 
Service, and tne banking regulatory agencies — and there are many 
parts of the private sector involved as well. 

Therefore, if there is to be a task force as proposed in section 10, I 
would share Mr. Geller's remarks that it's less important where that 
task force is as long as there is a qualified body to study this issue ta 
make a determination. But we have recommendations on the com-^ 
position of the task force — the four regulatory representatives, the 
lour private sector representatives should include on the regulatory 
side, a representative from the FCC, a representative of the banking 
regulatory agencies, or perhaps the now terminated National Com- 
mission on Electronic Funds Transfer, a representative of the Postal 
Service, and although not a regulator per se, the National Tele- 
communications and Information Administration. 

On the private side we would envision a representative from the re- 
sale common carrier industry — that is, those that do not provide 
underlying facilities, from the data processing equipment field, from 
the data processing services field, and a representative consumer 
group. Further, in terms of specific language, we would propose that 
the private sector part of this panel produce a separate report out- 
lining its ability to respond to the EMS marketplace in order to insure 
that all things are considered. 

We also have a proposed change to section 4. I will reserve that if 
you wish to discuss it separately. 

Senator Schmitt. I was going to make that my next question. 

Mr. McLaughlin. Well, as much as academics love task forces and 
study groups and whatever, I tend to concur with Mr. Bolger's basic 
position I think having witnessed in 16 years in Washington many task 
forces and study commissions. 

Basically, I think eventually Congress is going to have to decide the 
issue. You have OTA as an arm and the acunimstration has NITA as 
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an arm, and I think it would behoove the Postal Service to eventually 
refine a position that they want to sell and then it's up to the admin- 
istration and Congress to use their technical arms to decide whether or 
not it's worth doing. 

Senator Schmitt. Mr. McLaughlin, there is some merit to what you 
say. I have here a list which I will include in the record of nine studies 
of the Postal Service and electronic mail and it's an impressive list 
of studies. 

1. Report of the Commission on Postal Service — April, 1977. 

2. Electronic Message Systems for the U.S. Postal Service — National Research 

Council— 1976. 

3. The Postal Crisis: The Postal Function as a Commimication Service, O.T. 

Publication — 77-13, January, 1977. 

4. Electronic Message Systems: The Technological, Market and Regulatory 

Prospects — Kalba Bowen Assoc. — April, 1978. 

5. EFT and the Public Interest — Report of the National Commission on Electronic 

Funds Tranfers. 

6. Electronic Alternatives to the Postal Service — GeUer and Brotman (1977). 

7. Impacts of Electronic Communications Systems on the U.S. Postal Service — 

A.D. Little — February 15, 1977. 

8. The Post Office: Business Opportunities and Technology for the 1980's — 

National Research Council — 1975. 

9. Changing the Private Express Laws: Competitive Alternatives to the U.S. 

Postal Service, January 1977. 

Senator Schmitt. I'm not sure personally whether one more study- 
will contribute a great deal, but the purpose of these hearings and our 
eventual markup is to make that decision. But your suggestion that 
our eventual markup is to make that decision. But your suggestion 
it's going to take much more than that I think is clear and I tnink it's 
generally understood and agreed to by the committee. 

Now what about section 4? Would you like to continue your remarks 
with respect to section 4? Are you familar with section 4? 

Mr. McLaughlin. Yes, I am, and I am much more comfortable 
with that than I was with the H.R. 7700 language which would 
specifically at an earlier point in the draft propose specific amounts be 
spent by the Postal Service in this field. I don't think that makes 
sense and I think whether or not research and development fimds are 
appropriated or whether they are spent from the postal revenues will 
depend very much upon the kind of system that one conceptualizes, 
and if it's a system similar to that developed or proposed by RCA 
under contract to the Postal Service, which is something that is 
designed to benefit very specifically a group of mail users, it probably 
should be those rate payers who pay for the research and development. 
They are going to have a new, oetter, cheaper product supposedly if 
you put that system in place. 

Senator Schmitt. Let me rephrase my question because I think 
section 4 would have been viewed by you with some concern, given 
your testimony, and basically it does seem to establish some or have 
some legal and policy implications if in fact it is approved by Congress. 

Li particular, it would mandate a portion of the Postal Service 
budget to be spent on methods of electronically sending and delivering 
letters and other mail matter. 

Mr. McLaughlin. Well, unless you are readv to prohibit the Postal 
Service from doing anything in this field, which I think would be 
premature at this point, it's almost impossible to dehmit the range of 
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research and development. I find it analogous to the present data 
processing inquiry at FCC of where do you cut off communications 
from computation. And I think in this case it is very difficult to say 
that you will only do research and development on a very small piece 
of an EMS. 

Senator Schmitt. But at the very least, Mr. McLaughlin, you 
believe that the bill should be clear, or at least the legislative history 
clear, that a basic policy decision has not been made beyond the fact 
that research and development should be conducted? 

Mr. McLaughlin. I think that should be very specific. 

Mr. BoLGER. I think our research in this field as far as money ex- 
penditures is concerned should be modest. We have kept them modest. 
We believe they should be that way and, first of all, we don't have the 
money to go out on a big venture and I don't think it should be ap- 

Eropriated at this time from the taxpayers. I frankly think it would 
e unwise for us unless we knew there was a real market there to 
produce a return on investment to even consider investing hundreds 
of millions of dollars in the current rate payers money into an unknown 
field, and we are not going to do it. 

I think it's appropriate, if we got into that type of thing, for us to 
come back to the Congress of the United States who has oversight 
responsibilities of the Postal Service, which we welcome, and have a 
discussion of this before we venture into that type of activity. 

Again, we are trying to identify our role. We don't know what it is 
yet. We probably won't for some time. If we ever got into a role that 
saw us investing in multihundreds of millions of dollars or billions of 
dollars, I think it would be appropriate that the public issue be ad- 
dressed first before we went down this road. 

We are often identified as a public corporation, a quasi-public 
agency, whatever it is. Just for the record, I'd like everybody to know 
the law says that we are an independent agency of the U.S. Govern- 
ment. We know our position on this and we intend to be an independ- 
ent agency of the U.S. Government. It's awfully important that 
people don't get that twisted. 

Senator Schmitt. Thank you. 

Mr. Nyborg, would you care to comment on section 4 and this legal 
and policy issue? 

Mr. Nyborg. Yes, I would. Senator. 

As a preliminary, I would like to categorize three kinds of research 
that we can perceive — three mutually exclusive categories — policy 
research, technical research and, third, distinct from technical re- 
search per se, the development of prototype equipment or prototype 
systems. While we recognize that policy research should be conducted, 
we believe that should be outside of the Postal Service because the 
issue is broader than the Postal Service. 

We believe that technical research should be conducted; we might 
debate where that research should be, but we agree that it should be 
conducted. We feel strongly that the Postal Service should not at 
any point be developing prototype equipment and hardware because 
of our view that it is inappropriate for them to be an underlying 
provider or an equipment manufacturer. 

Even if you disagree with our fundamental position, it is at least 
premature to go into the prototype equipment and systems area, and 
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it is an area where very large amounts of money can be spent. We 
would hope to see specific language m section 4 that woukf perhaps 
allow the Postal Service into technical research but exclude them for 
the present from developing prototype hardware or prototype systems. 

Further, given Mr. Bolger's comment just preceding mme, I think 
it would make sense to have a reasonable dollar Umit on that research. 
As the legislation reads right now, they are authorized to spend their 
entire public service appropriation in this area, 900 and some odd 
million dollars. An entry at that scale would have very major impact 
and would have a very heavy chilling effect on private competitive 
ventures which might be thinking about entering this field as well. 

Finally, the latter question of large expenditures, brings up the 
question of the manner in which the Postal Service contracts with 
outside firms and with outside suppliers. 

Some of our members have brought to our attention a competitive 
bidding problem in the way the Postal Service is approaching this 
area. In particular, I refer to an AMSAT proposal for the domestic 
link in what is now the Comsat-Postal Service experiment. These 
firms were essentially informed, as I understand it from their counsel — 
and we would be happy to submit further details for the record — that 
the Postal Service would sole source the domestic link to Western 
Union. We think it's very important that there be an opportunity for 
private industry to participate on a competitive basis in whatever 
the Postal Service does. 

Mr. BoLGER. May I comment on that. Senator? 

Senator Schmitt. Certainly. Mr. Nyborg, if you would submit any 
letter to us on that subject, we would appreciate it.^ 

Mr. BoLGBR. I think the gentleman is referring to our possible 
venture into the electronic computer originated mail system which 
is a bulk electronic transmission system. They were considering going 
on a sole source basis in an eflFort with the Western Union but only 
after we contacted and had meetings with a number of organizations, 
and some that we invited into meetings that didn't care to participate, 
and nobody was ready, willing, and able to venture into this at this 
time, at least this is what we had been informed by these people. 

When we get through with the limited period of time we're going to 
involve ourselves in the sole source contract with Western Union, it 
will be open for competitive bidding and the letter contract that Pm 

fretting ready to sign now and the more formalized contract we'll sign 
ater will be open ended so we will not have — Western Union will not 
be married to us, so to speak, forever in this venture, but just for a 
limited period of time, and then it will be open for competitive bidding. 

Our policy always is that if competitive bidding is available, if we 
can get the contractor to do the work, we are going competitive. 
We are solely against sole source if we can avoid going sole source. 

Senator Schmitt. We will also appreciate your comments on this 
if you think the record needs to be expanded. Would Western Union, 
if they become a sole source contractor in this initial stage, be pre- 
vented from bidding on it later? 

Mr. BoLGER. They would not be prevented. They would have the 
same offering as anybody else would have. 



1 See p. 80. 
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[The following infonnation was subsequently received for the 
record.] 

USPS ELECTRONIC MAIL CONTRACTS (ROUGHLY CHRONOLOGICAL ORDER) 

Title Contractor Amount 

Concepts phase of electronic handling of mail Philco-Ford $212, 000 

Electronic mail system--system design support studies (renewible) ITS 898, 000 

Systems development and evaluation... RCA _ 2, 528, 000 

Printins and paper hendlini equipment Pitney-Bowes 2, 724, 000 

Technology assessment and telecommunications A. D. Little 750,000 

Survey of technologies applicable to electronic message handling systems do 95, 000 

System planning models (renewable) NBS 145,000 

Electrooptical technical cooperative study _ A. D. Little 15, 000 

NOSC support services (renewable) _ Naval Ocean Systems Com- 1, 650, 000 

mand. 

Long-term technical planning ._ NRC 186,000 

Electronic transfer systems Quantum Science Corp 20, 000 

Engineering development model test plan Computer Science Corp 104, 000 

NTIA support services interagency agreement __ Department of Commerce.. 25, 000 

Scanner exploratory development model Fairchild Camera 901,000 

Test, modiry. and maintain printing and paper handling equipment Pitney-Bowes 1, 458, 000 

Intarnational electronic message system development, implementation and Comsat 895, 000 

test 

Total (16) 12,606,000 

Note: Projects in procurement (4>-lab Integration and evaluation system; technical requirements study; valtdation 
test bed planning; self-service message entry. 

Senator Schmitt. Mr. Geller, would you care to comment on 
section 4? 

Mr. Geller. Well, the Postal Service has been involved in 
electronic message system research and development since 1968. 
And there is the^CA contract that I've referred to. It seems to us 
Appropriate for this research to keep going forward. The key is what 
you have said, Mr. Chairman — that while it's all right to plan for 
research there should be no significant commitment of funds to an 
electronic message system by the USPS without a legislative judgment 
that stipulates what will best serve the Nation. 

Senator Schmitt. Do you think section 4 can be interpreted as 
legislative judgment? 

Mr. Geller. I think you can handle it very simply through 
legislative history. This history would state the point with which all 
of us here — Mr. Bolder also — are in agreement: There should be no 
such significant fimdmg commitment imtil the proposed system haa 
been brought to the Congress and Congress has decided that the 
USPS is an agency of the Government. If there's legislative history 
to that effect, it snouldn't be necessary for Congress to try to cross 
every '^t" or dot every "i" about how much control it has. The 
Postal Service should have flexibility, but it should hear very clearly 
the message that's been stated at this table. I think that the legisla- 
tive history can be clear on that and that would suffice. 

Senator Schmitt. Thank you. Senator Ford. 

Senator Ford. General, I was getting ready to ask you a question 
and I think Mr. GeUer answered it. The Department has been 
involved in research as it relates to electronic mail since 1968. Dr. 
Geller also referred to work with RCA. 

Mr. Bolger. Yes, sir. 

Senator Ford. Is RCA married to Western Union? 

Mr. BoLGER. No, sir, RCA is under contract with us to help us in 

lis study. It's a very modest contract, a total amount of about $2 
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million. I will supply the exact amount for the record. {See table on 
preceeding page.] 

Senator Ford. How many private operations have attempted to 
usurp your position as the Postal Service for rural free dehvery? 

Mr. BoLGEB. None, sir, that I know of. 

Senator Ford. They ordy want to get in on the cream; is that 
Tight? 

Mr. BoLGER. I think the private sector, and probably rightly so, 
is looking where they can make a profit in our activities. 

Senator Ford. How soon do you think the Postal Service will be in 
a position to make an effort to transmit some electronic mail? 

Mr. BoLGER. We are transmitting it now. We have been for some 
time in a thing called mailgram. We are getting into the next step 
of that and that is electronic computer originated mail system that 
we will probably be working with late this fall. If we are talking about 
getting mto billions of pieces of mail I think it's a long tim^ before 
anybody will be ready for that and at least several years at least 
before anybody starts, and our own demonstration effort that we put 
up will be just that, a demonstration effort. I think it will be a couple 
years before we will be able to put it up. We won't know for sure where 
we are going on that until we complete the RCA contract which is 
due to be completed in September. 

Senator Ford. A demonstration program for the transmission sys- 
tems we are discussing here today, what would such a demonstration 
program look like? What aie you talking about in total numbers and 
■costs and that sort of thing? 

Mr. BoLGER. There's no real limit. The cost is a limit, but you could 
go from one point to another and call that a demonstration and put 
up a network in 10 cities or 25 cities. There's no limit to what you 
vrant to do. 

What you're trying to do is to do two things: demonstrate whether 
it's possible; and then, the other thing is demonstrate if there's any 
possible market for it. Nobody yet has developed that there is definitely 
a market for this type of activity, at least not any information tiiat 
we have available. 

Senator Ford. It has been objected that, in an EMS effort, you are 
usurping private enterprise, but no appetite has been developea so far 
for tnis type of transmission of the mail? 

Mr. BoLGER. Senator, whether we're talking electronic transmis- 
€ion or communications or anything else, I don^t think there's anything 
that the private sector is ready and willing and able to do serving 
everybody that the Government should do for them. I'm a firm 
believer that the private sector should have that opportunity if they 
are ready, willing and able to do it. 

Senator Ford. Is there any privacy problem involved in the trans* 
mission of electronic mail? 

Mr. BoLGER. I think there's less opportunity to keep the sanctity of 
the seal of electronic transmission communications. They have to be 
tandled in assorted envelopes versus you writing a letter, seaUng it 
yourself and sending it through and the next person that opens it is 
the addressee. 

Senator Schmitt. Would the Senator yield for a clarification? Did 
you say you think electronic mail has more potential for abuse in 
terms of privacy? 
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Mr. BoLGER. At the present time, yes, sir. 

Senator Schmitt. At the present time? What do jrou mean? 

Mr. BoLGER. Well, in the primitive state it is in. I don't know 
where we can go in the future, whether you could take a — you might 
insert it yourself into some type of receiver and it could be converted, 
you get a hard copy back that can be converted into a digital language, 
transmitted, and received on the other end, and converted to hard 
copy and immediately enveloped, without human eyes seeing it. That 
is possible technologically. 

feut right now a mailgram is certainly not as private as a letter. 
It just isn't, because the clerk on the other end has the opportunity 
to see thiat exposed before it is sealed in an envelope. 

Senator Schmitt. But within the total capability of electronic com- 
municiations, there is probably at least as much, if not actually greater, 
possibility of having secure transmissions electronically as an envelope 
sealed by hand, is that correct? 

Mr. BoLGER. I think the potential is there, yes. 

Senator Schmitt. Even though we may not be there now, theo- 
retically the capability is certaimy there. 

Mr. BoLGER. I am not that knowledgeable. I think possibly you arid 
right. Senator. 

Senator Schmitt. Excuse me. 

Senator Ford. There is a lot of theory about what we ate trying 
to do. I am not siire though that in the real world we want it. 

Mr. BoLGER. I am enjoying a unique experience here this morning. 
The last two or three times that I have been to a hearing on this I 
have been encouraged to spend more money, and now I am hearing 
I shiould spend less. 

Senator Ford. You suggested that. I am for it. I believe you said 
that you have appointed Frank Summercamp? 

Mr. BoLGER. That's right. 

Senator Ford. He has 35 years experience in the Postal Service? 

Mr. BoLGER. Yes, sir. . . 

Senator Ford. How much experience does he have in this field? 

Mr. BoLGBR. I don't think he has a great deal of experience in this 
particular field. I think he understands what we need to do, where we 
neied to go. He isn't a scientist by a long shot. 

Senator Ford. Is he practical? 

Mr. BoLGER. Yes, sir, he is very practical. Also what we need to 
do — there are two roles here. We have to get the next step of handling 
the conventional mail, getting from the mechanization which we have 
exploited to its maximum, and get to automation. That will be hi^ 
major role. He is very skilled and Imowledgeable in that regard. 

Senator Ford. General, wdth your independent agency status, how 
was Mr. Summercamp appointed? 

Mr. BoLGER. Mr. Summercamp was appointed by me. • 

Senator Ford. With no approval of the Board of Governors? 

Mr. BoLGER. The Board of Governors approved his salary level, 
that is all. 

Senator Ford. What will his salary be? 

Mr. BoLGBR. $52,500. 

Senator Ford. Mr. Nyborg, give me four or five companies that 
you represent in your association? 
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i7Mr. Nyborg. Telenet Communications Co., Scientific Time 
Sharing, Computer Corp. of America. Those three have all offered 
electronic message services of some sort. 

Senator Ford. What others do you represent? It looks like you 
have a $3 billion income operation there. I am interested to know who 
all they are. 

Mr. NlfBORG.^ Mainframe Computers, Amdahl Coip.; Peripheral 
Products, Storage Technology Corp., and a broad vanety of others. 
There are several in the services and leasing area. Virtually the entire 
spectrum. 

Senator Ford. You are objecting to the procedure there of the 
Postal Service traveling down the road which they are traveling. In 
one part of your statement you complain about A.T. & T. and their 
procedures, yet Mr. McLauglhin named off a good many companies 
that are in the field other than A.T. & T. Yet you knid of say that 
A.T. & T. i&left out, in another part of your st&tement here, be^Ause 
they are getting ready to get into the field with somebody else. Is that 
correct? 

Mr. Nyborg. I did say their entry into electronic message service 
was imminent through their proposed offering, now pending at the 
Federal Communications Cornmission (FCC) of advanced com- 
munications system. 

Senator Ford. There was somebody else — I have been trying to find 
it in here — other than A.T. & T. getting ready to get into the electronic 
mail. 

Mr, Nyborg. IBM is, through Satellite Business Systems, and 
some» of- the muembers I mentioned; there are several others, for 
example, Tymnet is getting in with its On tyine service. There 'are, I 
would say, on the order of a dozen entries into the field at this time. 

Senator Ford. Mr. Nyborg, is there any rule against moving into 
say a large corporation, by someone other than the Bell Telephone 
System with telephone equipment? 

Mr. Nyborg. I am not sure I imderstand the question, sir. 
' Senator Ford.. What you are talking about is monopoly. I under- 
stand that many operations now with telephone switchboard 
operation, are moving into major corporations, big comimercial users, 
putting in sets to be operated by other than the Bell Telephone 
System. Is that correct? 

Mr. Nyborg. That is correct. Senator. The FCC is pursuing a 

Solicy of introducing competition into the ; communications industry. 
[ooeUMtens, as of 1975, A.T. & T. had Approximatlev M peFcent^of all 
telej^Kme carrier' operating revenues, despite the GTE companies and 
the 1,600 independents. 

Senator Ford. Let me ask you another question. Is there any 
prohibition against say United Parcel Service coming in and takins 
the mail and operating in competition with the U.S. Postal Service? 

Mr. Nyborg. Senator, I believe there clearly is, with respect to 
first-class paper mail. The intent of our testimony is that electronic 
services, as Mr. Geller pointed out, are different in kind; this is a 
different marketplace, and it is presently competitive. 

Senator Ford. But the point you were making when you were 
objecting to the Postal Service getting involved m electronic mail, 
was that you have then eliminated private competition. The point 
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I am trying to make now is the PostalService is the only dtoe thf^t has 
rurail free delivery, and we are expecting the Postal Service to do 
certain things, and yet the private enterprise is nabving in aiid cre- 
ati^ some problems. ' 

Now if this is going to be something that will serve dll of the people, 
I would venture to say that the little that it spent for the experitnents 
and the demonstration programs that are anticipated by the Postal 
Service is not going to hurt private enterprise. They haVe to contract 
with somebody. If they have open competition arid open competitive 
bidding, then I don't see how private enterprise could object at all> 
if they are goirig to have their equipment used as a result of el^tronic 
mail. And apparently electronic mail is something just in the thinking 
stage, l^e rostal Service has been working on it for 10 years. 

Mr. Ntborg. Senator, I would like to make two responses to that^ 
if I may. 

Senator Ford. Sure, you can make them 1(a) arid 1(b). 

Mr. Nyborg. l(ia) is a point from our testimony, where I quote 
former Postmaster General Bailar to the effect that he didn't think 
the post office should move into a service for the sake of maintaining 
the Postal Service in its present size and scope, if private industry i& 
willing and able to fill those functions. 

I think that fits well with what has been offered in the electronic 
message market. ' 

Secondly, the report of the Commission on Postal Services con- 
cludes: 

Postal services that become obsolete, especially as a result. of diversion of mail 
to elefctronic communications should not be continued. 

Ncfw if the Postal Service is getting into this area, we feel that there 
are serious problems where you have a monopoly in the same ruarket 
as competitive firms. We have faced this situation for years in the 
communications industry, the history of FCC regulation over the 
past 20 years has indicated that the problem of monopoly services 
subsidizing competitive services is very serious, and represents a very 
serious enforcement problem* It is one of the major issues that is 
being addressed in the rewrite of the Communications Apt,, as you 
well Know. And it is one of the major issues that exists in the FCC 
computer inquiry. ... 

The fear is that where a monopoly service and a competitive service 
exists within the same corporate family, the monopoly service can 
subsidize that competitive service, the competitive service can under- 
price other comjjetitorsy put them out of business, and when they are 
gone, the subsidized competitive service can call the shots on pricesi 

Mr. BoLGBR. Senator, my predecessor, Mr. Bailar, has been 
quoted twice this morning, but it is out of context of the entire 
statement^ which was part of testimony before the House SulKK>m- 
mittee on Post Office Operations and then later in a speech. To 
amplify on what Mr. Nyoorg said, Mr. Bailar and I have^said man]^ 
many times that one of the reasons we have to j*tay knawledg^tble 
in this field and conduct experiments is to ioak;e sure that aU of .the 
people inv this country md^it have the opportmnity; ii tb^ jjetid ttiis 
type of service^ And until ther private sector wstabiishea thait they 
are ready, wiQing and able^ I think the Oovenmient has it role in tbis^ 
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I think the Postal Service is the apptdpriate place in the Govemttient 
to have that role. 

Senator Ford. The point I am trying to make herfe is — ^and you 
said; it much better than I could have- — that we all have the same 
fearitliat you do, Mr. Nyborg, that we don't want the Federal Govern- 
ment to be in everything. But there is a situation where the Govern- 
ment has a responsibility to try to make things better, less expensive^ 
if we can, cut down on the dang regulations ii we can. 

And I don't fault the Postal Service here for what they iare trying 
to do. 

Second, I don't fault you for representing your people here today^ 
for the fear of taking awary private enterprise. And I applaud you 
for iihat. But somewhere we have to find a balance. And 1 think the 
direction that the Postal Service is taking now is appraently an 
endeavor to find a proper balance. 

Now if they can come up with the demonstration and it can be 
proven that private enterprise can do it cheaper and better, under 
the supervision of the Postal Service I don't believe they will object 
to that. And I hope Congress wouldn't object to that. 

So. what I am trying to do here is to help the Postal Service arrive 
at a. point where they can make a determination in cooperation with 
others, because they are going to private enterprise for the hardware^ 
software, whatever; it might be. We are not in that kind of business. 

So, Mr. Chairman, I don't have any further questions^ but I do- 
want to admonish the Postmaster General that a modest ftmount 
ought to be spent here, and, Mr. McLaughlin, I appreciate your 
support, and I nope somewhere along the way we^cari pull all of these 
stuQies together and come forward with a consensus. A consensus 
may not be perfect, it isn't always perfect, but at least is is a founda- 
tion on which to start. . ' 

They need a quorum in the Energy Committee, so I have to leave^ 

Senator ScHMiTT. Thank you. Senator. We will continue with a 
few more questions to try to make sure that this ^onlmittee's record 
is complete. 

Senator Schmitt. I would just say, before I begin the rest of the 
questioning, that I think the real issue in this area of comrtiuni cations, 
as well as others, is how the consumer will best be served. Will they 
be served best by a monopoly, or entirely competitive services; or 
some combination of the two? 

' If it is a combination of the two, is the monopoly associated with 
tti6 Federal Government or not associated with the Federal Govern- 
ment? And I am speaking of the future, maybe 50 years from n6w» 

How is this thing going to develop? What kind of legislative frame- 
work has to be established so the best, system can, in fa6t, rise to the 
top? 

Does anyone care to comment on that? 

Mr. Nyborg. I would like to make one transitional point that 
addresses those issues. Senator Schmitt, and it related to Mr. Ford's 
comments. 

I thiiik A fundamental issue which the Con^riess will have to decide 
18 Tc^t^er they do intend to have naticmwKle universal service in 
dectromc message services. 
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Certainly we would not dispute the existing Federal policy, in fact, 
we commend the policy for a universal system for the distribution of 
mail as we now know it. 

I think the very difficult question the Confess must address is 
with respect to electronic message services, is: l)o we need a similar 
policy for EMS? 

I think one might argue that competitive marketplftces have very 
well served areas where there is a need for universal services, whether 
it be television or refrigerators, or any number of other things you 
find in virtually eveiy home in the country. 

I think that issue will very heavily bear on the ultimate market 
structure that we develop to deal with this. If there is not a universal 
need, I would submit that private industry can serve the markets 
that warrant this service. 

Mr. BoLO£R. In that respect, Seaator, if there isn't a unive^al 
service t^hdered, What is l^t of the conventional mail service will' be 
very, very expensive for the people that do not have electronic trans- 
mission message service available to them, very expensive, and that 
would be totally wrong. 

Senator ScHMiTT. The question is how do you provide for the tran- 
sition. If, in fact, 50 years from now one envisions every home having 
an electronic message terminal, every business having a electronic 
message terminal, how do you get from now to then at the least cost 
and the least inconvenience to the public? 

Mr. BoLGER. That is what needs study. 

Senator Schmitt. Now, Mr. Bolger, what do you feel, in terms of 
R. & D., the USPS can do that the private sector is not doing or 
won't do? 

You say they are not fit, willing and able, and I am sure we can 
debate that. But R. & D. is going on, isn't that true? 

Mr. BoLOER. Yes; As far as I am concerned, the Postal Service on 
its own cannot do a great deal. Our research and development in 
electronics, as in most new technologies, advancements of current 
technologies, we have worked with the private sector, other Govern- 
ment agfeaciesandift great deal of it isnhder contract with the prrvtfte 
sector, and we would continue to do that. We are not that smart about 
it, frankly, we do not have all of the people with all of the skills and 
all of the professionals that are needed. So we go out with a great deal 
of contracting. 

I propose-r-we have contracts with NASA, and other Federal agen- 
cies, and'.DKe^would cbatintte to-do so. I-thinkvthe combination of the 
private sector andall of -the Federal ag^icies working together is the 
right way to go on this. And even the academics. 

Senator Schmitt. Mr. Geller, do you see anything, that can only 
be done within the Government at this stage on the research wid 
development side? And a subsidiary question: Why should the Postal 
Service do it, which has, in a way, a vested interest? Why should not 
NTIA do the research? 

Mr. Geller. We are not a research organization. We study and try 
to formulate policy and we advise the Congress and the FCC. We have 
left research m telecommunications very largely to the private sector 
and that research is going full blast. There is no question that this is aai 
area experiencing an enormous technological push. It is being propelled 
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by what is a revolution, both in computers, with their semiconductors^ 
and in transmission modes — satellites and fiberoptics, for example* 
No dearth of research is observable in these areas. 

One area in which Postal Service research clearly has served well 
is that of paper handling machines, as I mentioned. Somewhat the 
same may oe true in printing as well. Mr. Bolger is more expert on 
this than am I. But I know that it has been doing research in this 
area — printing — and that is a step forward. 

So far as the electronic part of the electronic message system goes, 
it seems to me that the private sector is moving very well. And so are 
our foreign competitors, such as Japan. So I wouldn't think any 
need exists for the Postal Service to mtervene in electronics R. & D. 

But there are other aspects of electronic mail where it could make a 
contribution. 

Senator Schmitt. A contribution, independent and clearcut, that 
will not be made by the private sector at this time? 

Mr. Geller. I think eventually the private sector might come in, 
but the Postal Service might hasten it. It hastened the paper handling 
process with paperhandlmg machines that now approach 10 copies 
per second. That development was fostered by USPS and done by a 
private firm, but under contract to USPS. 

What is involved here to a great extent is not research and develop- 
ment in the technical sense. What is involved, rather — and I think 
Mr. Bolder would agree — ^is marketing, trying to figure out where op- 
portimities may lie for the USPS, opportunities that are not beingmet 
by the private sector. I don't know if they exist. That is what the KG A 
contract and other contracts are about. 

^ But I would agree with the trend of thinking evident in your ques- 
tions, that the Nation might benefit by Postal Service entry in R. & D., 
if some research gap appears, if we detect something not being done by 
the private sector. 

I would point out again that there seems to be agreement that the 
private sector can do and is willing to do most of the required research, 
and that therefore this need not necessarily be filled by a governmental 
organization. 

Senator Schmitt. Just so the record is clear, you said NTIA doesn't 
have research capabihty. I thought you did have research activities 
in Boulder. 

Mr. Geller. I am sorry about that. We certainly do perform re- 
search in spectrum. In Boulder, at the Institute of Telecommunica- 
tions Sciences, we study how the spectrum might be better used. We 
focus sharply on the spectrum. Our research does not pertain to hard- 
ware, such as the development of fiberoptics, or of new computers, or 
of anything that would begin to approach EMS number 4. It is strictly 
limited to spectrum. It is a very important contribution; I don't mean 
to degrade it. Eighty percent of our work at ITS is done for other 
Government agencies — such as Defense and FAA — and this represents 
an important contribution, but entirely directed toward the spectrum. 

Senator Schmitt. Do you see any potential conflict of interest in 
this research with USPS, which has a potential future interest in get- 
ting into this field, if only in order to subsidize their other operations? 

1 am not saying that there is any, but it might be accused of it and 
in fact it might creep in. Do you think the coimtry might be better 
served if that research were carried out under yoiu: umbrella? 
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Mr. Gelleb. I think that, first, the Postal Service should make its 
own business judgment as to where its research is leading. It has been 
criticized, as you know, in the bulk mailing centers. I sould think it 
would want to avoid going into something that would not be profit- 
able. It would not, for example, want to enter into competition with 
A.T. & T. or SBS unless it discerns a sizable gap in service, where it 
could make a contribution. 

Even when it makes such a decision — and this is what I keep 
emphasizing — the decision shouldn't be made only by the Postal 
Service. If that Service decides it would like to enter the electronics 
area, I think it ought to bring the question before the Congress. 

We at NTIA, would certainly participate in the discussion. We 
would be critical and would offer our opmion, saying either that we 
reconmiend it or that we disagree with it. 

But, in the end, I think the decision is one for the Congress to make. 

Senator Schmitt. But you are comfortable with the research being 
done within the organization that is going to have some future in- 
terest in the application of that research? 

Mr. Geller. Yes, for two reasons. First, the Postal Service has 
progressed far down the line in its research, and so it would be a mis- 
take to halt them now. Second, USPS is very well motivated, as you 
just said, to do this research. I think that is a plus. Let them be 
motivated. Let them see whether the research leads them into elec- 
tronics. The only caveat is that USPS ^ould not be the ^tgency that 
determines whether it will go into this field. The Congress should do 
that. 

But it is desirable that they be highly motivated, that they try their 
damnedest to develop their research and their business. 

Senator Schmitt. But in that environment, of course, it takes others 
to look over their shoulder and make sure the research is evaluated 
in the broader context. 

Mr. Gelleb. I couldn't agree with you more. In the end, it should 
not be the Postal Service's decision as to whether they should get into 
a given area of research. It is a decision for the Congress. And whether 
the Congress gets assistance from the task force or from NTIA—r 
and we will be deUghted to give such help to you — it should be a 
legislative decision. 

But, for all that, it would riot ill serve the Nation to have the 
Postal System studying these opportunities, pushing as hard as it 
can to find where it might service the public. 

Now, we have no final answer on that now. 

Senator Schmitt. Mr. McLaughlin, do you have any com- 
ments on that? 

Mr. McLaughlin. Yes, part of it triggered by Senator Ford's 
questioning, and Mr. Geller's remarks right now. 

I do think that there is some concern, going back to Mr. Geller's 
earlier remarks, about not worrying about crossing the t's or what- 
ever, and relying on the legislative history in terms of establishing 
this hurdle of congressional approval at some future point for any 
postal entry on an operational basis. 

I say that I think there might be some value in being legislatively 
specific on that point. One reason, of course, being that while Mr. 
Bailar and Mr. Bolger have been, I think, very scrupulous in trying 
to observe these pcuicy issues of competition with private industry. 
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you know it is like Kahn at CAB, who says we are doing this now, but 
we stiU want to change the law, because I am not going to be here for 
the rest of my life. 

I think in that regard that you know policy could change at the 
Postal Service at some point. And maybe you would have someone 
in there who was less committed to that philosophy. 

But besides changing the personnel, I think there is also the concern 
in terms of Mr. Bolger's response in terms of, well, you can test at any 
level, and you can take a 2-city test and go to a 100-city test and an 
80-city test and, lo and behold, at that point, you have an operational 
system. 

So I think it may be desirable to develop some more specific 
criteria as to where a test ends off and operational deployment logins. 

I would also caution in that regard that research and development 
is fine as long as people recognize the principle of cost. I do worry about 
if enough is spent, there is always a need to go back and justify having 
spent it. And the way you justify that, of course, is saying, well, it is 
successful, we need to do more, or, you know, now that we have done 
all of the R. & D., then we have to have something to show for it, 
so we have to go out and build a sjrstem. 

All of this gets me back to the point that I think it would be nice to 
be more specific in this legislation. 

Mr. BoLGER. Senator, if we went beyond a demonstration test, we 
now have a regulatory body called the Postal Rate Commission, and 
if we started on the venture of a new service, we would have to file with 
the Postal Rate Commission for an advisory opinion. Then it becomes 
A matter of public Utigation before the Postal Rate Commission. 

I doa^i know where we are going in this direction, but that is our 
<5urrent law; the law requires us to do that. 

Senator Schmitt. I would hope the policy would become much 
clearer and better defined before we have to get into that. 

Mr. BoLOER. I just want to say a couple of things here. I would 
like to have a chance to get Henry Geller to explain this 

Mr. Geller. I apologize. It is out of my field. 

Mr. BoLGER. Second, research is a bad word ior our Rockville lab. 

Senator Schmitt. Many of my constitu tents think it is out of the 
field of the Postal Service, too. 

Excuse me. That was an unfair cut. 

Mr. BoLGER. Research is something we really don't do. We are 
taking the knowTi technologies and trying to see how they can be 
appli^ to the Postal Service. 

Research I think, is an overstatement of our role. We don't do 
any scientific research at all. 

I agree that if we ever started venturing, or any Government agency 
started venturing in a wholesale fashion into this type of activity, I 
think it is a public policy issue that needs to be addressed, by not only 
the Postal Service, but bv the Congress, and by the Executive, there 
is no question in my min^ when we get to that point. 

Senator Schmitt. Let me broaden the perspective. We have really 
focused on the question of electronic mail. But as I tried to say in my 
opening statement, there are really no barriers in the transmission of 
infonnation any more, they are gone. The barriers that existed iu 
1934 are not there any more. 
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Do you think we are safe sitting here talking about the structure of 
an electronic mail system without policy guidelines from the Congress on 
how we are going to deal with this new technological environment in 
communications? The electronic network already exists. If you had the 
basic technology and economics, you could start stuffing mail on the 
wires today. And as light tubes come in and all sorts of wide band 
conmiunications become the present rather than the future then a lot 
of this discussion becomes only one of whose turf we are talking about. 

Mr. BoLGER. I think the horse is out of the barn already in many 
respects. I do think it is not just the Postal Service involvea in this, I 
think the whole issue of electronic transmission has to be addressed. 

I don't disagree with that at all. Our continuing role is to continue 
to get smart in this, to try to identify where we are going in the future. 
We are not jumping off, we have no plans to go into anything in an 
operational mode. 

I don't foresee any plans imtil this whole public policy issue is 
addressed. I think it needs to be addressed, not just the Post Service 
involvement, but many many organizations in tne private sector and 
also other Government agencies. ^What is their role? What is 
A.T. & T.'s role in this? Are they going to be the regulated monopoly 
that will provide this service, as they did the telephone system? is it 
the Postal Service, or is it a conglomeration of many organizations 
that can do it? 

I think that needs to be addressed as a public poUcy issue. But I 
don't think our limited activities as they are need to be stopped. I 
think they should go forward. I don't think we lieed any additional 
funding for that purpose. I think the modest expenditures we are going- 
to make can continue and are an appropriate part of the present postal 
activity. 

Senator Schmitt. Mr. Nyborg, I have forced you to keep quiet. Do 
vou have any comjnent? Particularly I am trying to direct you toward 
how the electronic mail question fits into a broader communications 
poUcy. Do you think it can be treated separately? 

Mr. Nyborg. Our view is that it should be treated as part of the 
broad poUcy, but that we have a forum that has been lookmg at that 
policy lor many years: that is tJie FCC. 

Senator Schmitt. Do you think the Congress should stay out of it 
then? 

Mr. Nyborg. No; I certainly think the Congress should be the 
ultimate decider of the poUcy issues, just as they are in the Com- 
munications Act. I believe these issues are of such a magnitude that 
there should be statutory guidance from the Congress. And I think 
there is agreement across the entire table on that point. 

I think the issue where we disagree is how far the Postal Service 
should go before those determinations are made. 

Our concern, much as Mr. McLaughlin has outlined, is that where 
you have a test like the Comsat experiment that is going from an 
experiment to a test marketing phase, at the end of that, if the mar- 
keting results say that that system is the right one, you have got a 
system in place. You must then either dismantle it and let everyoody 
else go in and build, or you have to argue that the test system is going 
to be the system. 

It is that kind of phenomenon that we are concerned about, not 
only with respect to the Comsat system, but with respect to any 
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prototype, because we think that is where the big research dollars 
are going to be invested. If the Congress does forestall the considera- 
tion of these policy issues, they will be faced, I believe, with an 
argument several years from now that a multimiUion-doUar investment 
has been made, and that unless the de facto policies assumed in the 
Postal Service research program are adopted, the investment will 
have been wasted. 

So we conclude very strongly that a policy determination needs to 
be made now. 

Mr. BoLGER. Comsat, Senator, is international in scope. We have 
no monoply in the carriage of letters internationally, except as they 
affect the transmission across this country and its territories. So it is 
international in scope. Anybody that wants to venture into it may 
today. We just happened to go into this field. 

Senator Schmitt. Just for the record, I think it would be better to 
say Comsat is the U.S. representative in an organization that is inter- 
national in scope. 

Mr. BoLGER. That is right. But I mean the demonstration we are 
going to put up, even if we 

Senator Schmitt. Are you working with Comsat? 

Mr. BoLGER. Yes, with other nations. 

Senator Schmitt. Is Intelsat involved? 

Mr. BoLGER. We have a contract with Comsat. 

Senator Schmitt. They are contracting with you on behalf of 
Intelsat? 

Mr. BoLGER. Yes; that is their role working with the other nations. 

Senator Schmitt. Mr. Nyborg, you mentioned the facsimile system 
that is in place now between New York and Japan. 

Mr. Geller. I did. Senator. RCA has what is called Q-FAX. It is 
now operational between New York and Japan. It is a facsimile system 
very similar to what is being tested by USPS with Comsat. 

Senator Schmitt. Do you think it is necessary to run the USPS 
Comsat test? 

Mr. Geller. I have not studied the matter. I really don't know 
what they intend to get out of the test. I understand that in February 
of next year thev will run the test for 1 month, and then do an actual 
demonstration, for the remainder of the year. I think it would be more 
appropriate for Mr. Bolger to answer this question. I am not an 
expert on what they hope to get out of the test. 

Senator Schmitt. Do you have any feeling, Mr. Bolger, of the 
comparison between the existing system between New York and 
Japan, and the test that you are going to run with Comsat? 

Mr. Bolger. I do not. 

Senator Schmitt. Would you ask your people to supply us a brief 
comparative summary for the record? 

Mr. Bolger. Certainly. 

[The following information was subsequently received for the 
record.] 

Q-Fax and Intelpost 

Technically, Q-Fax and Intelpost have much in common. They are both digital 
facsimile services that allow the user to transmit intemationallv documents such 
as drawings, graphs, and typed and handwritten messages between properly 
equipped stations in this country and ones in a foreign country. 



Digitized by 



Google 



74 

With respect to RCA-Globecom system, it is our understanding that they will 
transmit a message between their international Q-Fax Center, here in the United 
States, using high-speed sub-minute equipment to a similar center in Tokyo, 
Japan, with delivery being accomplished by leased tieline communication equip- 
ment, telephone, or messenger service. 

The Intelpost program is one between the Postal Administrations of the par* 
ticipating countries and the United States Postal Service (see attachment 1). 
We and they will use postal facilities, equipment, and resources for the collection,, 
processing, and delivery of the hard copy facsimile message. The electronic trans- 
mit/receive function of our system will be accomplished in seconds and will be 
integrated into the physical distribution system of the receiving country, and 
delivered by the traclitional methods of mail delivery. 

Our program is a demonstration test, and is an attempt by us and the partici- 
pating countries to utilize advanced, but available technology to move inter- 
national mail faster, more eflBciently and in a cost effective manner. 

Attachment 1 

INTELPOST 

Intelpost — An International Electronic Message System. 

ParticipcUing CourUrUs, — England, France, W. Germany, The Netherlands,. 
Belgium, Iran, Argentina. 

Participant. — Decision Pending: Switzerland, Brazil, Venezuela, Egypt, Israel. 

Future Interested Participants, — Have Discussed Program with These People r 
Japan, Canada, Australia. 

Mr. Nyborg. On the domestic front, Southern Pacific Communica- 
tions, which is an underlying carrier registered with the FCC, has filed 
an application under section 214 of the Conmiunications Act for 
authonty to offer a switched facsimile service. 

Senate Schmitt. Have they rim the basic market research and tech-^ 
nical research? 

Mr. Nyborg. I don't know, sir. I would asume that they have done^ 
some preliminary work if they went that far. 

Senator Schmitt. I would assume so before they apphed. 

Mr. McLaughlin, did you have an additional conunent about the- 
overall policy issue? 

Mr. McLaughlin. Yes, Senator. I think the fact that this hearing: 
is taking place today is a very healthy sign, a recognition that you 
can't look at the Postal Service without looking at the overall com- 
munications picture. I think that is significant progress. 

I think what you may be talking about for the future is another 
chapter in the Communications Act rewrite. 

Senator Schmitt. Well, you may be absolutely correct. That is why 
this kind of discussion, using a specific service as an example, is a very 
important one in understanding the implications of a rewrite. Is a 
rewrite going to recognize that previous technological barriers na 
longer exist, and is it going to define the competitive versus non- 
competitive environments and how they interface? 

I think that is the basic question before the Congress right now in 
telecommunications policy. 

Mr. Geller. I think we are all in agreement that any decision 
about the Postal Sei-vice should be made in the context of overall 
communications policy. 

As I understand it, we even agree on the issue that might be phrased : 
can the private sector deliver these needs, or will it be necessary for 
a governmental agency to enter the picture. 
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We also agree, as far as I can see, that this tyge of decision should 
be made by legislation. The point Mr. McLaughlin has raised about 
how the legislation that you have before you should reflect this — 
whether it should be incorporated in this specific legislation or left to 
the legislative history — I still don't regard as cruciS. 

But certainly, even though you would not wish to specify how much 
money USPS must spend — this was, I think, a mistake in H.R. 7700 
as it was first proposed — ^you could put a limit on its spending, so 
long as the hmit was close to what it planned to spend in any event, 
such as the very modest amount Mr. Bolger said. I don't think there 
is any harm in that. But I don't think there is necessarily any need 
for it, either, because with the assurances you can receive with the 
reports on spending and on operations planning you can stay on top 
of the situation. 

1 would hope the decision in a field as dynamic as this could be made 
within a year. As I understand it. USPS has no plans to try a six-city 
test domestically before 1981. 

Mr. Bolger. Probably at the earliest, yes. 

Mr. Geller. It seems to me the decision ought to be made by 
Congress before then. It should be quite possible to draft language, 
either legislatively or use legislative history to reflect what I think is^ 
a consensus. 

Mr. Nyborg. Senator, I would agree with Mr. Geller's description 
of the issues, the private sector versus the Postal Service, what they 
could and should do. But I would make a very important point on 
that score. I have tried to characterize the existing regulatory en- 
vironment involving three major regulatory domains as havmg a 
chilling effect on the private sector offering of new services. 

I would further argue that the prospect of Postal Service entry 
into this field is similarly having a chilling effect on the private sector 
offering. Imagine, if you will, a chief executive oflBcer of a competitive 
firm, negotiating with Citibank to get financing for a venture in this 
area. The name of the Postal Service might well come up. The problem 
is that on the one hand we are saying the basic issue is what can the 

Erivate sector do, but on the other hand the current situation is 
aving a very negative effect on new private sector offerings. 

Mr. Bolger. I might add we didn't frighten A.T. & T. or ACS. 

Mr. Nyborg. I refer to the $50 million, rather than the $38 biUion 
entrant in this particular context. 

Senator Schmitt. I would like to make the record clear before we 
move on, and I will try to end this in just a few minutes. There will 
be a number of questions for the record though that have been stim- 
ulated by the discussion as well as the ones which are largely my fault 
we haven't gotten to. 

But I want to be sure that the record is clear about the question of 
security, because if there is a psychological barrier to the implementa- 
tion of electronic mail, it may center around that question of security. 

Can an electronic signal be as secure for truly private communica- 
tions as a letter in a sealed envelope? The people do not worry about 
that, apparently, in telegrams and mailgrams. They are just gen- 
erally assumed to be somewhat visible to the people who receive them, 
whether it is the operators or others? 
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With respect to first-class private mail, the tendency is to belive 
those letters are more secure than anything else. And that they become 
more secure if you write "personaP' on them, or even more secure if you 
write "personal" and "confidential" on them. That is true around this 
body, as well as in the general public. 

However, I think realisticallv one can say that there is no guarantee 
of security by an envelope, but that technologically there can be 
^arantees of security .We have already used them, we use them today 
m our Defense Establishment, we used them in guaranteeing the 
sanctity of our computers in space, and so forth. The idea, particularly 
with the wide band digital communications, of being able to provide for 
<5oded security, individual security, is realistic in view of existing 
technology. 

The question is how soon will this technology be acceptable to the 
American public as a means of receiving personal commimications. 
Would you gentlemen agree with that general statement? 

Mr. Geller. It is my understanding that SBS, for example, which 
is all digital, will provide secure transmissions. Now the system may 
be registered under two different tariffs, with one tariff providing 
really secure transmissions, but at a little higher price. The DES 
inscription standard, for example will insiu'e that a message is protected 
against anything but a very powerful computer attack that would take 
years and years, which no one would be motivated to do. 

Other transmission devices that would be very helpful are coming 
into play. In CCIS, a development of A.T. & T., designaling is buriea 
or goes a different way. Somebody trying to intercept it has great 
difficulty because this transmission is similar to a thousand separate 
envelopes with addresses on them. An interceptor would have to go 
througn the thousand and find the message he wants. 

So there are ways to secure transmissions. It may vary with the 
"tariff, with how much people are willing to pay. 

General Motors or IBM or others, or Texas Instruments may very 
much want security against industrial espionage and be willing to pay 
for a much more secure system than what an ordinary citizen would. 

I think everyone is entitled to secure transmissions and there are 
^ays to accomplish that. 

Senator Schmitt. Should we make any conceptual distinctions be- 
tween the generations of EMS development set forth in the National, 
Research Council's report? Or should they be viewed as a continuum 
^s I believe has been suggested by Mr. Geller? 

Mr. Nyborg. Senator, I would suggest one important distinction, 
and that is if you look at the conmaumcations common carrier industry 
right now, the FCC has introduced competition into long-haul trans- 
mission. You might liken that to post office-to-post office transmission. 
Almost all of the parties in the debate agree that the local distribution 
system in the telephone industry, the Bell operating companies, 
independent operatmg companies which perform local distribution 
services, is a natural monopoly kind of service. 

Now if you go that far and then look at the Postal Service, one 
might imagine the Postal Service, or hopefully outside contractors, 
providing transmission of electronic messages between post offices. 
But Generation III goes a step further, from post office to recipient, 
and there is a different issue there, because the equivalent of the 
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monopoly local distribution system in the paper mail industry, if your 
will, is the very large labor force of letter carriers. And as the local 
distribution functions shift from paper to electronic form, I think it 
very clear for the same reasons that the FCC has viewed local distri-^ 
bution as a truly monopoly service, that the Postal Service should 
not be building underlymg facilities. And I think it also clear along 
the lines of FCC policy that terminal equipment can be entirely 
deregulated, that the FCC registration program could specify perhaps 
a widely available simple basic electronic message service terminal 
that many people coula. buy at an inexpensive price. The remaining 
question is the Generation III services, not underlying transmission, 
but who provides the service on top of that underlying transmission 
facility from post office to recipient. We have an underlying trans- 
mission system electronically in place in the local telephone operating 
companies. 

Mr. Geller. I believe however, that too much emphasis is being 
placed on Generation III. We also once thought that this generation 
was a discreet step. But the fact is, if you permit a Generation II, 
which is the macro mailgram system to come into existence, and if 
the USPS puts the required computers and other devices in place 
and makes a very large investment for a nationwide mailgram serv- 
ice — I just use "mailgram" to identify the nature of the system — that 
provides input, then that input can be used also for output just as 
easily. There would be no reason at all to stipulate that the system 
be restricted to input into the Postal Service for physical delivery. 
After all, the same machines could be used for output in whatever 
communities they are placed in. Thus, the issue as to why the system 
should be so restricted would arise. If Congress allowed the Postal 
Service to invest all of this money for Generation II service, and it 
turned out that the service could be used for electronic output, why 
shouldn't the Postal Service be permitted to go ahead and do it?" 
Why would the Congress artificialfy restrict it? This is the same issue 
that comes up before the FCC, where it must be decided whether to 
try to artificially restrict a device that can be used both for data 
processing and for data communication. 

Therefore, we think a decision to permit USPS to go into Genera- 
tion II in a large-scale way is really a decision to allow it to go inta 
Generation III as well, and the Congress ought to consider those 
together. I am not advocating that the Congress not grant this per- 
mission. But the policy decision should not be based upon a view of 
Generations I, II, and III as discrete concepts. They are really all 
part of the same decision. 

Mr. BoLGER. Senator, to be honest with you, we are on our way 
into Generation II, and I do not think with the responsible position 
we have taken, we should be restricted even from exploring Generation 
III. But again whether we go into this wholesale or not is a public 
policy issue, and I wouldn't propose the Postal Service go into that 
activity, so-called Generation III, or make huge investments even in 
Generation II until such time as the public policy issue is addressed. 

Senator Schmitt. The legislative nistory is clear. The Couctcss 
drawn a fairly consistent distinction between philosophical Gen- 
oration II and the philosophical Generation III. For that reason, I 
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believe the Congress has to deal with whether you can or not make 
such a distinction. That doesn't mean you can't think about this 
question. But I don't believe you can implement it without a specific 
direction from the Congress. 

Mr. McLaughlin, do you have any comment? 

Mr. McLaughlin. I would just like to reinforce Mr. Geller's 
observation that just by any scheme you work out, as long as you 
wind up depending upon the letter carrier at the end, you are going 
to have in the long term a noncompetitive system. And you know it 
just doesn't make sense to flash messages across the coimtry in milli- 
seconds or whatever, and then have them sit there for 12 hours imtil 
the carrier can walk them out the next day. 

So I think the dynamics are there, if you have a Generation II 
system, you have all of the pieces for a Generation III system, so you 
have to consider them together. 

Senator Schmitt. One final technical question. Mr. Nyborg, you 
said that you thought that the terminals, if we ever got into Genera- 
tion III, could be competitive. In this area, as well as other communi- 
cations areas that involve terminals, whether it is a phone or a f acimile 
system doesn't the issue of quality control still have to be addressed. 

Who determines the standards that those systems have to meet in 
•order to interface with whatever network exists? 

Mr. Nyborg. I do think it is an issue. But it is also an issue which 
does exist in the telephone terminal area as well. 

Senator Schmitt. I agree, That is why I am asking it. 

Mr. Nyborg. The commission has concluded on that issue that 
adequate quality can be maintained throu^ the registration program. 

I would add that as our technology is driving towards terminal 
devices based on integrated circuits, including a voice telephone based 
on integrated circuits, the associated high degree of reliability will 
come with it. I don't think the reliability issue will be a problem. 

Senator Schmitt. Gentlemen, I believe we have probably dcMie 
enough for today. We will have a series of f^lowup questions, to obtain 
your opinions on specific legal questions, I am sure there will be some 
other issues relative to the technology and so forth. I do appreciate, 
as the other committee members will when they have a chance to 
study the record, your comments, your fraaikness, and particularly 
the interchange. I appreciate the synergism that was involved in the 
discussion. It has focused the comiudttee's attention on a number of 
specific issues related to S. 3229 and section 10 that we are going to 
have to deal with. 

Before I dismiss you, let me ask several questions for Senator 
Goldwater. Let me read them and if you gentlemen have additional 
comments, please feel free. 

Should the private business community, such as telephone com- 
panies, computer manufacturers, cable TV operators, who may have 
an interest m electronic transmission, be invited to offer input to the 
task force created by section 10, or to serve as members of such a 
panel? 

Mr. Nyborg. Senator, we have specifically said in our testimony 
that they should. 

Senator Schmitt. Do you have any further comments on that? 

Mr. BoLGER. I think we should get all of the input we can, what- 
ever group is operating, whether it is a formal task force or not. 
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Mr. Gelleb. I agree. 

Senator Schmitt. I am trying to recall your testimony before I 
-usk this question, Mr. Bolger, but can the committee be provided 
with a description or a deifinition — I am sure Senator Goldwater means 
a very precise one — of what the Postal Service understands as the 
meanmg of the term ^'electronic mail." 

Mr. Bolger. We will try a definition of it. I think that is in the 
mind of the beholder sometimes. 

Senator Schmitt. You might take a shot at it. 

Mr. Bolger. We will take a shot as best we understand it. 

Senator Schmitt. Somebody listening to this discussion and then 
reading that little colloquy may try to figure out what in the world 
we were having a 2-hour discussion about. I am sure we can resolve 
that. 

If the Postal Service gets into electronic mail, by whatever defini- 
tion, would it ask that private enterprise be prohibited from engaging 
in the same kind of activity? 

Mr. Bolger. Our present posture on that is we just don't know 
what our role is. Maybe we are the regulated monopoly that might be 
needed. We don't know. I would have a hard time trying to answer 
that question at the moment. 

Senator Schmitt. It is safe to say that is a question that will have 
to be answered sometime in the future, if in fact the Postal Service 
becomes a major contributor to electronic mail. 

Mr. Bolger. Yes, sir. 

Senator Schmitt. Well, thank you gentlemen again. The hearing 
is recessed. 

[Thereupon, at 12:05 p.m. the hearing was concluded.] 

[The following information was subsequently received for the recore.J 

The Librart op Conorebs, 
conoressional research service, 

Washington, D.C., August 8, 1978. 
From: American Law Division. 

Subject: Authority of the United States Postal Service to Engage in Electronic 
Mail Transfer and Similar Systems. 

This is in response to your request concerning the authority of the United States 
Postal Service to electronically send and/or deUver mail. 

Section 404a(6) of title 39 of the United States Code contains broad language 
to the efifect that that Postal Service mav ''provide, establish, change, or abolish 
special nonpostal or similar services.'' We have ms^de a search of tne legislative 
history of the 1970 Act, which established this language, but have been unable 
to locate any information on the intent or meaning of this provision. 

It should be noted that the hearings record on this Act consists of 1431 pages 
in the Senate and 1318 pages in the House. The fact that this provision was never 
discussed except by brief restatement would indicate that the provision was not 
intended to result in any basic change in the authority of the Postal Service. 
Analysis of the provision contained within the Message From The President of 
the United States Relative to Reform of the Nation's Postal System, House 
Document No. 91-121 (reproduced beginning at page 1290 of the House hearings) 
appears to fairly reflect the intent of the provision: 

This section catalogs the specific powers of the Postal Service which, in con- 
junction with the general powers granted in section 205 [enacted as 39 U.S.C. 
§ 401], are to be used in carrying out postal service duties. The Postal Service is 
to have the power ... to provide philatelic services and special, nonpostal, or 
similar services; . . . (House Hearings, p. 1305). 

If "electronic transfer of mail" means mere improvement over current systems 
of message transfer by wire or radio, we concluoe that the present law contains 
no authority for the Postal Service to implement such a system. We find no evi- 
dence that Congress, by enacting the general wording of 39 U.S.C. § 404a (6) in 
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1970, intended to authorize the Postal Service to compete with other types of 
message service already provided by private enterprise and regulated by the 
Federal Communications Commission imder the Communications Act of 1934, as 
amended, 47 U.S.C. §§ 151 et seq. 

In this regard, we note that in 1890 Acting Attorney General William H. Taft 
advised the Postmaster General that the Post Office Department, under the then 
statutory broad term "communication of intelligence, had no power to make 
contracts for the transmission of intelligence by telegraph, for the general public, 
as a part or branch of the postal service. While it is true that this decision was in 
part based upon the fact that the postal service had previously operated a tele- 
graph line under specific Congressional authority, which had lapsed, the decision 
was based in major part upon a more general application of the law: 

. . . [W]hen we consider the number, variety, and importance of the communi- 
cations transmitted by its use [the telegraph], and when it is taken into account 
that private persons and corporations have been allowed for a long period to 
develop, extend, and control this instrumentality, the conclusion seems to be 
beyond argument the Congress, in clothing the Department with its existing 
powers, can not be held to have granted, without specifying it, the power to provide 
for a telejgraphic system of correspondence for the public at large. (19 Attorneys 
General Opinions 650, 653.) 

The Attorney General's reasoning of 1890 is pertinent to the broad language in 
today's statute as well. We find no evidence that the Congress enacted 39 U.S.C. 
§ 404a (6) with an intent to convey authority to the Postal Service to compete with 
services already available in the private market. Whether or not "electronic 
transfer of mail" is such a service is a technical question, of course. 

We trust that this is responsive to your inquiry. We will make every effort to 
assist you should you have further questions. 

David R. Siddall, 

Legislative Attorney. 

[The following information was referred to on p. 61:] 

McKenna, Wilkinson & Kittner, 

Washington, D,C., August 3, 1978. 
Hon. Harrison H. Schmitt, 
U.S. Senate, 

Dirksen Senate Office Building, 
Washington, B.C. 

Dear Senator Schmitt: In a telephone conversation yesterday afternoon with 
Mr. Philip S. Nyborg of the Computer and Communications Industries Associa- 
tion, I was advised that, during hearings before the Communications Subcommittee 
yesterday morning on S. 3229, Mr. Nyborg related certain information concerning 
the U.S. Postal Service's recent contracting activities in connection with its 

Proposed Electronic Computer Originated Mail (ECOM) service — ^information I 
ad discussed with Mr. Nyborg the previous day. This letter, on behalf of Graphnet 
Systems, Inc., is in response to what I understand to have been your request that 
the Subcommittee be furnished documentation of the matters referred to by 
Mr. Nyborg. 

By way of necessary background, Graphnet Systems, Inc. is an FCC-authorized 
communications common carrier which provides certain record communications 
services throughout the United States. It is The Western Union Telegraph Com- 
pany's principal competitor in this regard. Graphnet has twice received FCC 
certificate authority to provide domestic record services,* and the FCC has found 
Graphnet's proposed services to be superior to Western Union's. Graphnet has 
also been granted authority to provide its services between the United States, on 
the one hand, and Canada, Mexico and eleven Western European countries, on the 
other.2 In the latter respect, the FCC specifically noted Graphnet's "proven 
capability and expertise", and noted the authority it granted "would extend the 
benefits of [Graphnet's] capability and expertise into the competitive international 
environment and make available to the public the benefits inherent in [its] service 
offerings". 



1 Attached as appendix A are copies of the FCC's decision In that regard. 
* Attached as appendix B are copies of the pertinent FCC decision. 
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For more than six years, both Graphnet and its parent compant, Graphic 
Scanning Corp., have repeatedly sought to participate in U.S. Postal Service 
contracting activities with respect to electronic mail-type services. During the 
early 1970's, discussions were held concerning various aspects of possible electronic 
mail delivery systems with the Postal Service. A variety of information was in- 
formally provided by Graphnet to the Postal Service — often in response to in- 
quiries--during that period. And indeed, paralleling an earlier submission by 
Graphic Scanning, Graphnet in 1974 submitted an unsolicited proposal concerning 
possible electronic mail service.' 

Graphnet's interest and qualifications with respect to electronic mail concepts 
and systems, therefore, have long been made known to the Postal Service. More- 
over, Graphnet has taken all reasonable steps to assure that it is advised of any 
RFPs in that area, and that it has a chance to compete for any contracts. Ap- 
pendix D to this letter is an example. 

The Postal Service's recent handling of ECOM is more of the same. Again 
ignoring Graphnet's earher indications of interest, the Postal Service apparently 
organized some form of discussions with various parties concerning its ECOM 

Elans during early June.* Graphnet was not notified. On June 16th, after Graphnet 
ad learned of the Postal Service's activities, and at Graphnet's request, I con- 
tacted the Postal Service and once more repeated Graphnet's interest in such 
matters.' 

Graphnet had an interest in the ECOM project in its own right. In addition, 
discussions were proceeding between American SateUite Corporation and Graph- 
net, looking toward a possible joint proposal by those companies. 

While in June it had been indicated that the normal RFr process would be the 
likely course, by July the Postal Service had peremptorily decided it would deal 
only with Western Union — the Postal Service s partner in Mailgram service — on 
a sole source basis. Attached as Appendix H are exchanges of correspondence 
between American Satellite Corporation and the Postal Service in that regard. 
Regardless of the fundamentally objectionable nature of that approach, American 
Satellite was advised simply that "the decision of Postal Service management" 
was to "enter the marketplace immediately on a sole source". 

Graphnet believes the Postal Service's approach is wholly unwarranted. There 
are a number of entities — including Graphnet — ^that can satisfy the Postal 
Service's requirements in a fashion superior to, and less costly than, Western 
Union. However, the Postal Service has not troubled to conduct any truly 
meaningful investigations in that regard, choosing instead to ignore Graphnet 
and others, and to conduct such minimal preliminary assessments as it deems 
necessary to lend an air of legitimacy to its sole-source "determination". 

The Postal Service's continued favoring of Western Union also holds the poten- 
tial to destroy any viable competition in the domestic U.S. record communications 
marketplace, and to defeat competitive FCC policies in that regard. As mentioned 
initially, Graphnet is Western Union's principal competitor in the domestic 
record commimications field. It has confronted — and thus far prevailed in — ^more 
than five years of Western Union efforts at the FCC to frustrate Graphnet's 
carrier authorizations. Graphnet can compete against Western Union in the 
marketplace. But it cannot hope to survive a Postal Service/Western Union 
combine. And there should be no doubt the current ECOM circumstance repre- 
sents just such a threat. 

Western Union and the Postal Service are now partners in Mailgram. The 
ECOM prospect — representing a multi-billion doUar potential to the participating 
carrier — ^is one which would automatically be Western Union's should the current 
sole-source procurement be permitted. The Postal Service's July 13th letter 
(Appendix H) itself acknowledges that it already favors Western Union, and that 
"whoever" is chosen for the "Test and Evaluation" phase is the likely successor 
for the long-term contract. While it tries to paper over that inevitability with 
assurances that "we have no intention of locking ourselves into Western Union", 
such rhetoric not only belies history, but attributes to anyone familiar with the 
marketplace — and certainly this Subcommittee — a hign degree of naivete. 



3 A copy of Graphnet's transmittal letter and portions of that proposal are appended 
hereto as appendix €. 

^ See appendix E, attached. 
B See appendix F, attached. 
• Appendix Q is a copy of my letter in that regard. 
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Setting aside important threshold questions concerning the role the Postal 
Service should play in the electronic communications field — a vital issue addressed 
by others before your Subcommittee — it is at least apparent that Postal Service 
judgments on ECOM contractors are efifectively being made now. Before such 
judgments, having extraordinary long-term consequences, are made, the most 
complete evaluation possible should be made now. The normal competitive bid' 
process is recognized to be the most effective way to make that evaluation. The 
JPostal Service should not be permitted to circumvent that process as to the 
ECOM. And it should not be permitted to do so as to any contracting activities 
relating to the electronic niessage research and development which S. 3229 pro- 
poses to require. 

The attached materials have been assembled as quickly as possible, in order 
to be as immediately responsive as possible to your request of yesterday. Because 
of the brief time period involved, we have not been able to present in this letter 
all of the pertinent information relating to ECOM, or to set out all of the considera- 
tions Graphnet believes the Subcommittee should be aware of in evaluating S. 
3229. It is Graphnet's earnest hope that its principals will have the opportunity, 
in light of your expressed interest, to discuss these matters further with the 
Subcommittee and its StaflF. I am attempting to pursue with the Subcommittee 
Staff the possibility of such meetings, and sincerely hope Graphnet will have an 
opportunity to present its views in these areas. 
Very truly yours, 

Edward P. Taptich, 
Counsel for Graphnet Systems, Inc. 

Enclosure.* 



^ The enclosures, appendixes A-H, are in the subcommittee files. 
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